BANKING CONCENTRATION 


IN THE 

UNITED STATES 


A Critical Analysis 


By 


JOSEPH STAGG LAWRENCE, 
Author of 

^^Stabilisation of IP rices** 
*^Wall Street and Washington** 



New York 

Tke Bankers Publishing Company 



Copy light, 1930, by 

THE BANKERS PUBLISHING COMPANY 
New York 


PRllvTED IN THE UNITED STATES OE AMERICA 

warren publications press 

CAMBRIDGE, MASS 



PREFACE 


The completion of a book always leaves an author 
under a heavy burden of debt to the many who have 
aided m the task. It is never possible to make 
complete and appropriate acknowledgment of all 
this assistance. In this case there is conspicuous 
indebtedness which courtesy and gratitude compel 
me to recogmze. The Brooldngs Institution has. 
been unfailing in its courteous co-operation at all 
stages of my task and extraordinarily tolerant of 
my eccentricities as a worker. The statement of 
my debt to this orgamzation would be incomplete 
without specific mention of Dr. H. G. Moulton 
and Dr. C. O. Hardy. Their scholarly criticism 
and sense of proportion have been invaluable guid- 
ing points m the preparation of the work. In 
addition to the personal efforts of Dr. Moulton and 
Dr. Hardy the Brookings Institution made a 
substantial financial contribution to my labors with- 
out which it IS hardly likely that the work could 
have been undertaken. 

At home I have leaned heavily upon Colonel 
David M. Flynn, President of the First National 
Bank of Princeton, for a development of the prac- 
tical problems which confront the small bank and 
an appreciation of the part which it plays in the 
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life of the community. This splendid bank has, in 
a sense, been the author’s laboratory and he is 
grateful to it and its officers for their many 
courtesies. 

My bill of obhgations would be incomplete 
without mention of Mr. Theodore Prince whose 
fine intelligence and broad experience have been 
placed generously at my disposal. To Mr. Robeii: 
M. Laas and Mr. Robert S. Byfield of Ames, 
Emerich & Company I am indebted for many 
discussions of the portfolio problems of American 
banks. 

I am alone responsible for the views expressed 
.and conclusions developed. 

Joseph Stagg Lawrence 

Princeton, N. J. 

Oct. 26, 1930. 
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CHAPTER I 


Banking Concentration — The Problem 

Self interest plus a more detached general 
concern for the fate of our hanking institutions 
has invested the phenomenon of banking con- 
centration with a measure of vital import which 
has focused public attention upon it. In a 
nation where approximately 95 per cent, of all 
business transactions are settled by check, where 
the humblest worker carries a hank account, where 
the hank and its facilities are the indispensable 
enabling instruments by which the pace of modern 
enterprise can alone be sustained, it is only natural 
that a profound structural change should arrest 
attention and command study. 

This Study Essentially Anal3rtical 

The subject has not been neglected. Unfortu- 
nately, all the emphasis has been placed upon 
historical and quantitative developments and httle 
upon analysis saving only the controversial and 
opinionated views of those whose disinterestedness 
was open to question. We have heard a great deal 
of the growth of chains, of groups and branches. 
Uittle has been estabhshed of the threat or promise 
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which it contains. The statements of the present 
Comptroller on the relative merits of large and 
small scale hanking have been vigorously chal- 
lenged by the small banker. On these problems 
the writer hopes to cast some hght. He will state 
here his general conclusions and indicate his 
methods and leave to subsequent chapters in the 
study the presentation of evidence and the detailed 
demonstration of these conclusions. 

Small Banks Destined to Disappear? 

Arguing from analogy with banking systems 
of other countries, the nature of unit and multiple 
banking, their mutually exclusive character, the 
greater public tolerance of all forms of business 
concentration and the very distmct present trend 
it appears that small scale banlang is destined to 
disappear before the encroachments of large scale 
banlang. The movement toward banldng concen- 
tration has been held in suspense for many years. 
If we take the resources of the average bank in 
1925 and subject them to the deflating process, i. e., 
make allowance for the change in the value of the 
dollar, we will find that the bank of 1925 is no 
larger than the bank of 1900. Its growth has been 
an illusion. Its stationary position a fact. The 
banks of the country as a whole have shown no 
sympathetic response to the growth of business. 
The latter, therefore, except in certain minor 
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respects cannot be accounted the cause of the 
present concentration in hanking. 

End of Movement 

Now that the movement is defimtely under way 
it is impossible to say how soon it will achieve the 
ultimate, i. e., a position comparable to the Can- 
adian and English banking systems. Our umt 
banks have been nourished under the jealous pro- 
tection of our federal and most state laws during 
a period of 60 years in wliich the systems of other 
nations have been free to pursue centripetal inchna- 
tions The unit system has sunk its roots deep into 
the consciousness of the American community. As 
a reality the independence of the umt bank 
may shortly disappear, assuming legislative com- 
plaisance. In view of our cherished preposessions 
the fiction of independence may have to be main- 
tained for many years. 

Large Banks and the “Genius” of the American People 

American history fails to support the conten- 
tion that large scale multiple banking is incom- 
patible with the genius of the American people. 
That there is some intrinsic temperamental repug- 
nance to the gi'eat bank with branches fails to 
survive our examination. We had elaborate branch 
systems in this country prior to the Civil War. 
Some of them were highly successful. The State 
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Bank of Ohio and the State Bank of Indiana are 
cases in point. Both the First and Second United 
States Banks had branches and there were many 
others. Not that branch banking even where 
tolerated was regarded with any measure of enthu- 
siasm. In those dark ages of banking when we 
were struggling to purge the profession of over- 
whelming abuses it was found that the branch form 
of orgamzation provided a latitude for the dishonest 
and unscrupulous banker which rendered the regu- 
lation of the state ineffective and the protection of 
the bank client virtually impossible. 

Banking Abuses and Early Branch Systems 

The best safeguard of the client then as now 
was his own judgment of the diaracter of the 
banker. Prudence reqmred that the banker’s char- 
acter and conduct be kept under constant scrutiny. 
The branch system with absentee ownership made 
this observation impossible. Again the branch form 
of organization facihtated the manipulation of capi- 
tal funds so that the capital of a single imit in the 
system, by being shifted from branch to branch in 
advance of the examiner, whose movements were 
carefully watched, often sufficed for the entire 
system. Finally the branch organization aggra- 
vated the currency disorders of the day. Notes 
issued by one inaccessible branch were paid out by 
another distant and equally inaccessible branch. 
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BANKING CONCENTRATION — THE PROBLEM 
Hostility to Early Branch Banking 

The northern states soon lost patience with the 
branch organization and passed strict prohibitory 
laws. The more lement commonwealths of the 
South retained thMr branch systems until the Civil 
W ar. When the N ational Banking Act was passed 
the many abuses noted during the pre- Civil War 
period were excluded. Among the offending hank 
practices which were lined up in the courtyard at 
sunrise was branch banking. However, the abuses 
which then operated through the greater latitude 
of the branch system and endowed it with unsavory 
repute have been eliminated. The verdict of 
American history as to the relative merits of 
branch and unit bankng is open. There can be 
no question but that the American character as 
such was perfectly capable of tolerating the branch 
system. 

Survival of Feeling 

The feeling against the great bank with its 
numerous branches as well as chain and group 
banking has survived the three generations since 
the estabhshment of the ISTational Banking System. 
The grounds of oppositioii have changed. During 
the last two or three years the vitahty of that 
opposition has suffered. When large scale banking 
first attracted attention during the present decade 
it was regarded as an apparition whose tolerance 
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was fraught with fearful consequences. There is 
no doubt that American hanking and the American 
public will pay a price for greater hanks. Under 
sympathetic treatment that price has lost its spec- 
tral and horrific qualities. We need go back only 
as far as 1923 to find a Comptroller of the Cur- 
rency, Henry M. Dawes, vigorously defending the 
unit hank and assailing the pressure to expand 
through branches. 

A Comptroller on the Consequences of Branch Banking 

A submission to this pressure would be followed 
by grave consequences among which he enumer- 
ated, the emasculation of the Federal Reserve 
System, the disappearance of the unit bank and 
the creation of a banking monopoly. Mr. Dawes 
is no flannel-throated communist or trepid alarmist. 
The banking situation has not changed so far that 
the words uttered in 1923 are without validity in 
1930. To the dangers of greater banking thei’e 
is added the loss of those quahties which constitute 
the virtues of the small bank, the position of the 
unit banker in ihis community, his life-long identity 
with its needs and progress, his grasp of local 
factors, his willingness and ability to accommodate 
an applicant on strength of character and his free- 
dom from the withering formalism of large scale 
banking Under the personal administration of 
the local banker banking is a profession. Under 
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the rigidly regulated administration of a branch 
manager banking is a large scale business. 

Another Comptroller on the Consequences of Unit Banking 

Six years after Mr. Dawes has spoken another 
Comptroller, J W. Pole, speaks forth. He sees 
in unit banlang the cause of the thousands of bank 
failures which have afflicted our agricultural com- 
munities. He can see salvation only in large scale 
branch banidng. The small bank, he avers, is 
unable to make reasonable profits and unless the 
present urge to consolidate and expand be 
granted freer play the current epidemic of bank 
failures must continue. He draws a sorry picture 
of the unit bank. We may summarize the case 
against it as follows: 

The umt system of banking in agricultural 
sections is neither safe' for the depositors, profitable 
for the stockholders or adequate for the borrowers. 
The great banks assure diversification of loans and 
investments, greater mobihty of funds, greater 
uniformity of charges and superior security and 
trust service for the client. With their branches 
they emancipate the local borrower from the 
tyranny of the unit banker. 

“Wliat Is Truth?” 

Etxamining the case for and against we are 
moved to press Pilate’s interrogation, “What is 
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BANK CONCENTRATION IN THE UNITED STATES 

truth?” In our search for it we have leaned 
heavily upon the measurable statistical record of 
banking in this country and upon such evidence as 
the experience of Canada and England provide 
We occasionally reach elsewhere for light but there 
is always the danger that the conclusions will suffer 
from the dissimilarity of the conditions whence 
they are drawn. 

Method of Gathering Evidence 

For some years the Comptroller of the Cur- 
rency has published the classified earnings and 
expenses of our national banks. Fortunately for 
our purpose the records of reserve city and coimtry 
banks are given separately. It is possible, for 
example, to isolate the national banks of New York 
City, San Francisco and Los Angeles. In 1921, 
45 banks reported from these three cities. In 1929 
the number had fallen to 35. This group is domi- 
nated by eleven great banks whidh' have an average 
capital and surplus exceeding $75,000,000. These 
mammoth institutions account for more than 92 
per cent, of the capital funds of the entire group. 
Therefore, the income and expenditure char- 
acteristics of these great banks govern the returns 
for the group and those returns may be considered 
a true reflection of the income sheets of great banks. 
We shall refer to this group as the Big Bank 
Group. 
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Our second group consists of medium size city 
banks. It includes all the national banks in twenty 
cities selected from all parts of the country. We 
have here 113 banks with an average capital and 
surplus of approximately $2,500,000. It takes 
thirty of these hanks to equal in size one of the 
eleven banks which dominate the first group. This 
group we shall call the Medium Bank Group. 

Our third group comprises the country banks 
of eleven states where failures have been compara- 
tively low during the last nine years. That the 
picture presented by this group is not purely sec- 
tional is indicated by the inclusion of all the 
country banks of such states as Maine, Virginia, 
Alabama, Kentucky, Nevada and Calif orma. The 
group contains 1340 hanks with an average capital 
and surplus slightly in excess of $250,000. It takes 
300 of these banks to equal one of the eleven banks 
which dominate the first group. These provide a 
portrait of the typical American country bank 
which has not been overwhelmed by community or 
occupational distress. It is the fate of this small 
bank which hangs in the balance. We shall refer 
to this group as the Small Bank Group. 

Finally we have taken the surviving national 
banks in the twelve states where 70 per cent, of our 
bank failures have occurred during the past nine 
years. They number 2309 banks, have an average 
capital and surplus slightly exceeding $100,000 
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and seem to come predominantly from a few states 
in the South and that group known as the Central 
Northwest, The statistical diagnosis of this group 
reveals the ailments from which they are sulfering. 

Income and Expenditure Ratios 

The following ratios have been calculated for 
each group for each of the nine years in the period 
1921 - 1929 : 

I — Net 'Addition to Profits to Capital and 
Surplus 

II — Interest on Deposits to Gross Earnings 

III — Interest and Discount on Borrowed 
Money to Gross Earnings 

IV — Salaries and Wages to Gross Earnings 

V — Taxes to Gross Earnings 

VI — Net Losses to Gross Earnings 

VII — Interest Paid on Deposits to Interest 
and Discount Received 

VIII — Net Additions to Profits to Gross 
Earnings 

IX — Net Expenses to Gross Earnings — 
Operating Ratio 

X — ^Interest and Discount Received to 
Gross Earnings 

XI— Gross Earnings to Capital and Surplus 
— Turnover 

^Loans and Discounts to Investments 
[ 10 ] 
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Balance Sheet Ratios 

Maintaining the same groups we hare made a 
balance sheet analysis. This examination is more 
comprehensive because of the inclusion of the “Big 
Five” of England and the ten chartered banks of 
Canada. From the position statements of the 
Biitish, Canadian and American banks five ratios 
have been calculated for 1929. 

I Ratio of Total Deposits to Capital and 
Surplus 

II Ratio of Total Deposits to Cash and 
Reserves 

III Percentage Bank Premises to Capital 
and Surplus 

IV Percentage Loans and Discounts to 
Total Deposits 

V Percentage Investments to Total De- 
posits 

This material helps us to answer many ques- 
tions. 

Is the great multiple bank safer than the small 
unit bank? 

Is the small unit bank unable to make a fair 
profit^ 

What are the economies of large scale banking^ 

What are the profits of large scale banking? 

What are the disadvantages of large scale 
banking? 
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Safety 

We have selected the criterion of safety first 
because of the emphasis which the present Comp- 
troller has astutely placed upon that element in 
his recent testimony before the Currency and 
Banking Committee of the House. Due to the 
complex of fears from which our legislators suffer 
it would be qmte impossible to secure statutory 
consent to large scale banking since that invokes 
the apparition of monopoly. In the hands of a 
demagogic politician that danger — and an element 
of danger must be granted — ^becomes a horrendous 
threat to the health, safety and morals of the 
community. Congress will never sign the death 
warrant of the small bank unless it is persuaded 
that such a course will provide the only assurance 
of safety for the depositor. The bank failures cited 
by the Comptroller are truly impressive. 

Big Banks No Guarantee Against Losses 

A careful examination of all the evidence, 
including not only the experience of our own small 
banks but also the banking systems of other nations 
in which concentration has freely pursued its course 
fails to support the contentions of that official. 
“Believe it or not,” the small banks in our third 
group have a better record for losses than the great 
banks in our first group. We shall see that the 
highly lauded Canadian banking system shows a 
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greater score of bank fatalities than our own de- 
centralized unit system. As free as we are to grant 
the superior mental calibre and vision of the man- 
agement which the great bank can employ as com- 
pared to that which directs the small bank we must 
note that safety is a function of prudence and not 
intellectual power. The ablest men are often more 
ardent devotees of the goddess of chance than their 
less scintillating brethren. The bank failures of 
post-war Italy, the difficulties of great banks in 
France, Glermany, Japan and Canada indicate 
clearly that size is not the magic formula of safety. 

Profits 

Nor need the small bank yield to the charge 
that it is unable to compete with the great bank 
on the basis of profits. The banks in our first 
group show a better and perhaps more consistent 
record of profits than the country banks in our 
third group — as a whole. There are significant 
exceptions. The returns from San Francisco which 
are dominated by a great bank with 292 branches 
show a ratio of net profits to capital and surplus 
which is exceeded by most of our small banks. 
The country banks of Maine and New Jersey 
show profits distinctly above those of the large 
banks in New York City. If large scale banking 
is to justify itself to the stockholder it must do 
so in the future on the basis of economies now 
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being realized and sources of profit now being 
exploited. 

Economies of Large Scale Banking 

The large bank we find pays out less of its 
gross earnings in the form of salaries and wages 
than the small banlc. This statement must be quali- 
fied by the exclusion of the branch systems of Cali- 
fornia. The economies realized in this way by the 
banks of New York City ai*e not shared by the 
banks of Los Angeles and San Francisco. 

All the large banks seem to have a definite 
advantage in the allotment of earnings for taxes. 
This is qmte substantial, amounting to approxi- 
mately 2.5 per cent, of gross earmngs in favor of 
the large banks as compared to the banks m our 
other groups. 

The large banks spend less of their gross earn- 
ings in the conduct of their business than the banks 
in the other groups. To put it differently they 
have a lower operating ratio. Here again the con- 
clusion is forced by the New York City banks. 
The branch systems of California appear at no 
advantage whatsoever as compared to the banks 
in the second and third groups. 

The banks in the first group possess a definite 
advantage in the diversity of the business from 
which they derive their earmngs. Where the 
smaller banks receive more than 90 per cent, of 
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their income from the classic hanking functions 
of lending and investmg the large banks get less 
than 80 per cent from these sources. To a steadily 
increasing extent they are reaping profits from 
business which integration has brought, trust 
services, the sale of securities, insurance and foreign 
exchange commissions. In subsequent chapters 
a more detailed examination will be undertaken. 

Banking Changes and the Federal Reserve System 

The changes now taking place in American 
banking will have a profound effect upon the place 
occupied by the Federal Reserve System The 
great multiple banks may in time become entirely 
independent of the Reserve Banks and may be 
able to nullify the efforts of the central bank to 
control credit. This need not be an unmixed evil. 
The small unit banks will probably be driven m 
increasing numbers into the arms of the system 
through the stark necessity of self-preservation. 

Promises versus Threats 

In conclusion at this time we may say that the 
changes in our banking structure now impending 
bear many promises and some threats. To this 
student at least, the promises which the current 
literature on the subject outhnes appear exagger- 
ated. Intelligent and conservative management 
of the greater institutions now in prqcess of devel- 
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opment may modify the losses to iijnerican com- 
munity life which the curi*ent changes in American 
hanking seem destined to exact. 
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CHAPTER II 


Banks and the Mergee Procession 

Another merger. The headlines become monot- 
onous. Yet they remain headlines. They bespeak 
the conviction of our newspaper editors that 
the centripetal tendency of enterprise is a matter 
of vital public interest. They also suggest to 
the uninformed that the movement is novel, 
another revolution, as it were, in the domain 
of economics. 

Insofar as headline prominence is a true reflec- 
tion of public importance, it is proper — ^nay, almost 
necessary — for the economist to bring his trained 
judgment to bear upon the phenomenon. The 
implication of revolutionary dhange resident in 
such persistent press attention must be denied. 

Merger Movement Not Novel 

The merger movement of today, while proceed- 
ing at a relatively intense pace is in no sense a 
generic departure from previous economic progress. 
It has characterized man’s effort since his first 
feeble struggles in the historic dawn of economic 
life. The collosal mergers of today are merely the 
triumph of the principle of cooperation. No animal 
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has been in a better position than man to appreciate 
the futility of individual isolation and the boon of 
team-work. The merger movement started when 
two men first discovered that they could build 
better together than separately. We do not here 
propose to traverse the ancient trail or to repeat 
the tedious, if important, details of the advance. 
Sufiice it to say that movement has honorable and 
prodigious ancestry. Its pedigree reaches hack 
beyond the horizon of time, hoary with age and 
sanctified by the cumulative material elevation of 
its beneficiaries. 

Lag of BanJong Growth 

Dunng the first quarter of the present century, 
our banks made no more progress in greater co- 
operation than agriculture or the legal and medical 
professions. There has, it is true, been an apparent 
growth in the size of individual banks during the 
period 1900-1925 from an average aggregate of 
resources of $104,000 (approximate figure) to 
$215,000. The dollar, however, is a fallacious and 
errant yardstick for measuring growth. The mone- 
tary unit in which banldng size was recorded in 
1900 was a far greater unit than that employed in 
1925. If we subject our figures for size to the 
deflating process,^ so that we employ a yardstick 
of equal size in both cases, we find that our banks 

‘Using Index of Retail Prices of Bureau of Labor Statistics. 
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have actually declmed about four per cent, during 
this period,^ 

We are accustomed to think of our farms as 
stationary, and the figures support the opinion. 
The size of the average farm in 1900 was 146 acres 
and in 1925 145 acres.® Turning to our factories 
we find (on the basis of the horsepower consumed) 
that they are four times as big in the latter year 
as in the former ^ while our steel mills and blast 
furnaces have grown five fold during the same 
period.® 

Although our banks have been marking time 
as compared to other forms of enterprise m this 
country as well as banks in other countries up to 
1925 ® they have during the past few years been 
maldng strenuous eJfforts to catch up with the 
procession. 

Are Banks Suited to Growth? 

The student may well ask at this point if the 
selective character of American economic progress 
is not after all sound. Is there not a defimte 
reason for the failure of the banks to keep step 
with the other units in the march? Does it follow 
that banking is capable of sharing in the rewards 

^Annual Reports of Comptroller of Qmrencyy 1900 , 1925 

^ Statisttcal Ahstiact of the U S 

* Bureau of the Census, 

^Ib%d 

®See Wpllis and Beckhart, Fo^eicjn Banking Systems^ pp 326j 

m, nm, im 
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tf improvement resulting from combination, merely 
lecause the physical industries have demonstrated 
uch a profit? Is it not a fact that banking, sub- 
isting as it does on the sale of a highly personal 
ervice, is as little suited to large scale administra- 
ion as medicine or law? 

Dittle Analogy Between Bank and Industrial Growth 

A consideration of some of the benefits wliich 
iresumably flow from giganticism in other fields 
fives point to these questions and estabhshes the 
'undamentally distinct character of the banking 
)usiness. The author confesses that his initial 
nterest in the whole subject of bank consohdations 
ras due to his inability as an economist to discern 
n this movement any of those advantages which 
iombination in other fields promised, promises 
rhich have in a measure been fully justified by 
ubsequent experience. 

To emphasize the distinction of the banking 
irospect as contrasted to the industrial prospect in 
he face of combination, let us return to the open- 
ng of the century and take the witness stand before 
he Industrial Commission with the advocates of 
)igger business.'^ It must be remembered that this 
estimony is given at a time when the pubHc is 
.roused by the fear of conscienceless monopoly, 
Che revelations of crime, corruption and coercion, 

’US Industrial Conmussion, Report of the Industrial Oommis- 
.on, Vols 1, 13 1900, 1903 
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the Faustian price of progress,® were sordid and 
alarming. The prevalent and ill concealed impulses 
of our industrial buccaneers to damn the public and 
disavow all responsibility to the commumty placed 
big business in an unfavorable light. The leaders 
who were called upon to justify their Gargantuan 
creations extolled and exaggerated many virtues 
of large scale production which were plausible, if 
not obvious, and remained discreetly silent about 
defects and perils strongly suspected by a trepid 
public. The point is that they made a good case 
on economic grounds for greater units. 

It IS not to be assumed that banking today 
dwells under any equal necessity for justifying 
its desire for cooperation. Except in the fevered 
minds of certain political Lochinvars, the banks of 
the country are under no suspicion of exploitation 
inimical to the pubhc weal. Part of that is due to 
an intelligent perception of the public trust con- 
fided in them and part also to the rigid measures of 
governmental supervision. 

Economic Brief of Big Business 

When big business on the occasion mentioned 
above filed its brief, it rang all the famihar changes 
on the economies of large scale enterprise. How 
impossible it is to establish a similar case for bank- 
ing is easily demonstrable. 

* Lloyd, Henry Demarest, Wealth and ComtmoTvwealth, 
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Economies in Purchase of Raw Materials 

A large industrial unit can realize economies 
in purchasing not open to the smaller unit The 
largest buyer presumably is always the most 
favored buyer. Is there any analogous advantage 
in the banking fields Deposits are the principal 
raw material m the banking business. Does the size 
of the bank establish it in a favored position in the 
payment of interest rates? The situation on the 
contraiy is very often reversed with the large insti- 
tutions offering better rates on deposits than their 
smaller competitors. Although it is quite generally 
the practice of city banks to pay interest on demand 
accounts above a certain minimum, this is less 
generally true of country banks There are excep- 
tions, of course, in both cases. Furthermore size 
imposes a very defimte discrimination against the 
large banks. Under our state banking codes as 
well as under the Federal Reserve Act the ratio 
of necessary reserves to deposit liabilities varies 
with the size of the commumty in which the bank 
functions. The First National Bank of New York 
City, for example, must maintain a reserve of $18 
against every $100 of demand deposits, whereas, 
the First National Bank of Princeton must main- 
tain only $7 against a corresponding liability.® 
Insofar as the costs of the “raw materials” of bank- 

^ This difference is modified to some extent in favor of the large 
bank by' the i educed cash necessary in view of proximity to a Federal 
Ibeseive Bank 
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ing go, it is almost correct to say that they vary 
inversely with the size of the institution. There 
may be some shght economy m the purchase of fuel, 
stationery and office equipment, but that, after all, 
IS an infinitesimal part of the total costs of banking. 

Distribution 

A field in which industrial units have made 
much progress and in whidh there is still ample 
room for improvement is distribution. Middle- 
men and jobbers have been eliminated and the costs 
of distribution reduced. This has been accom- 
plished partly through integration and partly 
through voluntary agreement among competitors. 
Such economies are hardly possible in the banking 
business. To a very limited extent, there is an 
organization for distribution in the banking field 
corresponding to that in industry, e. g. in the sale 
of commercial paper and acceptances, transactions 
involving foreign exchange and the sale of secur- 
ities. In the great bulk of bank business, i e the 
sale of credit to clients, there is no more opportu- 
nity to curtail costs of distribution than there is in 
the sale of legal advice. There are no middlemen 
or jobbers to displace. 

Transportation 

Large scale enterprise is also in a position to 
negotiate more effectively with transportation 
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agencies. At one time this resulted in marked 
favors from the railroads. Although this has been 
largely eliminated, big business is still in a much 
better bargaining position in the purchase of truck- 
ing service or in the estabhshment of such a service 
as an integral part of its own productive process. 
Our chain stores have effected substantial econ- 
omies by the construction of warehouses at strategic 
distributing points and the elimination of excessive 
hauls and overlapping transportation. How are 
such economies open to hanking? 'Credit is an 
imponderable substance. In the physical sense, it 
presents no distribution problems. By the same 
token, no economies analogous to those in other 
fields are possible. True, the estabhshment of the 
Federal Reserve System has eliminated much un- 
necessary transportation of currency and gold, but 
the consequent advantages accrue to all banks, 
large or small, with or without branches. 

Efficient Plants and Continuous Operation 

The great producing units in the industrial field 
have been able to realize substantial benefits in the 
elimination of inefficient plants and the concentra- 
tion of production m the best equipped and most 
efficient units. The American Sugar Refining 
Company at one time concentrated its production 
in five refineries and dismantled the many plants 
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of its competitors, acquired throughout a period 
of melodramatic consolidation. We have the same 
phenomenon today in the consolidation of power 
plants. Wherever possible, greater producing 
units try to opei*ate contmuously. Such a proce- 
dure is obviously not open to banks. The large 
bank cannot use its plant more completely or more 
continuously than the small bank. 

Specialization. 

Nor can the specialization of plant, machinery 
and production technique extended to such amazing 
refinements in the industrial field be applied in 
banking. The granting of a loan cannot be broken 
into five hundred sepai'ate steps by motion studies. 
Conveyor belts are of no value whatsoever in as- 
sembling the various ends of a banking transaction. 
Nor can employees’ output be stimulated by bonus 
plans or piece work payment. The mechanical 
genius which finds in physical industry a rich field 
for its explorations finds little reward in banking. 
There has been an amazing improvement in record- 
ing and tabulating devices and m a host of appli- 
ances which increase clerical etficiency and add to 
the convenience and value of the service whidh 
banks can otfer their clients, but the fact remains 
that these are as available to the small bank as to 
the large. 
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Banfcuig Function Not Susceptible to Factory Methods 
The sahent and peculiar trait of banldng is 
the intensely qualitative character of the service 
■^vhich it dispenses. The granting of a loan and 
the purchase of a security call for fine discernment 
and balanced, informed judgment. Formal rules 
may offer some slight help and offer the banker a 
rough guide, but they supplement rather than dis- 
place those manifestations of mtelligence and skill 
which constitute the essence of the banking func- 
tion. On the part of the chent, his appeal to the 
banker involves the exchange of confidence and a 
mutual and subjective appraisal of character as 
well as a consequent adaptation of the two princi- 
pals to each other. Such relationships are not 
susceptible to factory methods. The business man 
applying for accommodation is disinclined to un- 
burden himself to an automaton and the latter, 
even though human, is very often incapable of 
px’ovidmg that intelligent, comprehending and 
sympathetic reaction which the client demands in 
such an intimate service. Banking on a large scale, 
as we shall see later, offers certain definite advan- 
tages which recommend themselves to the lay mind 
as well as to the sophisticated judgment of the 
financier and economist. We wish at this point to 
indicate merely that industrial consolidation and 
growth casts but a feeble and misleading light on 
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the underlying motives of the amalgamation move- 
ment in banking. 

Bigger Business, Bigger Banks Hypothesis 

Nor can we accept the widely circulated notion 
that large hanks are the homeopathic con- 
comitants of larger business units. That bigger 
banks are the natural response to bigger business 
IS a plausible hypothesis, hut only that. One 
wonders how many banks are driven into each 
other’s arms because they have suddenly discovered 
that they cannot accommodate their powerful 
clients. In how many cases are the negotiators 
actuated by the fear that a failure to consolidate 
will render them impotent in meeting the demands 
of heavy borrowers* There are two excellent 
reasons which militate against the acceptance of 
this hypothesis. 

Large Banks a Doubtful Boon to the Business Man 

In the first place, the puissant bank client in 
America, be he an individual or a corporation, does 
not maintain all his deposits in a single bank nor, 
by the same token, does he seek assistance when 
needed from one institution. For years, since the 
memory of man recalleth not the contrary, it has 
been the practice of heavy borrowers as well as 
heavy depositors to divide their accounts. On the 
part of the depositor, it has been the result of a 
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prudent desire to distiibute his risk. Although 
hanks as legal entities possess immortal qualities, 
as practical going concerns, they are subject to 
many hazards which may terminate their existence. 
Frequent mortality is unfortunately a characteristic 
of American banking which the experience of the 
past nine years has emphasized. 

Dividing Accounts 

The borrower in distributing his applications 
for accommodation is motivated by caution of an- 
other sort. He does not care to disclose his busi- 
ness or speculative commitments too fully even to 
his banker. By distributing his dependence among 
a number of institutions, he is given greater 
latitude and can camouflage his movements more 
effectively. Furthermore, he can secure more 
accommodation on the basis of a given credit rating 
by dealing with a number of banks than by con- 
fining his appeals to a single bank. Banks do not 
maintain clearing houses of information relating 
to credit extended to their clients. Under the 
American system of divided dependence, the am- 
bitious entrepreneur has a freedom and enjoys a 
flexibility of movement which he would be very 
reluctant to surrender. It enables him for example 
to use substantial quantities of credit in his business 
as part of his permanent capital. True, most 
banks expect their clients to clear their accounts 
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at least once a year for a brief period. If a man’s 
line of credit leads into a number of institutions, 
it is a simple matter for him to borrow from one 
bank to pay off a loan at another. So thoroughly 
aware of this practice are American bankers that 
they are not above suggesting to clients that they 
might borrow funds from another bank for the 
thirty or sixty day period necessary to purify their 
accounts of the taint of permanent borrowing. 

When Two Plus Two Does Not Equal Four 

An interesting corroboration of this point is 
supplied by the discovery of certain banks after a 
merger had been consummated that the deposits 
of the new institution were not equal to the sum 
of the deposits of the two constituent members. 
Clients which formerly had deposits m both institu- 
tions now sought another bank to replace the one 
which had disappeared in the merger process. 
Apparently the capacity of the new institution to 
take care of bigger business was esteemed by such 
clients as something less than a virtue. 

Usiiig the Stock Market Instead of the Bank 

The second major reason for the failure of the 
bigger-business-bigger-banks hypothesis to hold 
water isi the fact that large scale as well as moder- 
ately sized enterprise has in recent years gone 
increasingly to the stock market for its capital 
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requirements. The prolonged bull market termi- 
nating in October and November of 1929 appealed 
to the dormant speculative instincts of the Ameri- 
can people. The prospect of tapping a mundane 
pot of gold was actually realized in so many eases 
that thousands of capital roads were diverted to 
Wall Street which had formerly found termini 
elsewhere. The inherent attractions of the common 
stock were exploited in effective and at times 
dramatic style. The theory of diversification and 
safety, of appreciation, of participation in the 
growth of a vigorous and fabulously rich country 
was expounded in a thousand different attractive 
forms. Investment was treated increasingly as a 
“science” revolving preponderantly about common 
stocks as its media. It became a field, at least 
according to its prolific literature, governed by 
precise formulae in which definite and ascertain- 
able cause was followed inexorably by predictable 
effects. “You, too, may become rich” spread 
across the advertising pages of a host of respectable 
periodicals. This remarkable discernment (if you 
did not have it yourself, you could buy it) was the 
unfaihng beacon light to wealth, culture and the 
privilege of paying an income tax. The magic 
qualities of common stocks proved an irresistible 
magnet for all forms of capital and luxuriant 
clover for those who needed it. Consequently, 
many clients who had wearied of chronic genu- 

[301 



BANKS AND THE MERGER PROCESSION 


flections before banking altars seized the opportu- 
nity for emancipation. Additional .stock was 
issued and sold to an eager public which paid 
scant attention to income and much attention to 
appreciation. 

Although many investors of the new school 
lost their shirts dm-ing the tragic days of October 
and November, 1929, the speculative ardor has not 
been quenched. At the time of writing (February, 
1930) the market had registered substantial if 
unheralded recovery from its lowest depths, cus- 
tomers rooms in brokerage houses again responded 
to the thrum of animated occupants and the turn- 
over of stocks indicated anything but a placid 
functioning of the investment process. Aside from 
the regretable speculative excesses which attended 
the recently interred bull market, common stocks 
have made a defimte gam m public esteem which 
will assure the meritorious enterprise of the future 
a degree of capital support which it could not have 
realized in an earlier day. With that support 
comes a release of the heavy borrower from bank 
dependence which goes far to deprive the bigger 
business-bigger banks theory of validity. 

Big Business Should Have Given Us Big Banhs Long Ago 

Finally, if the greater scale on which we trans- 
act business today is a fundamental factor in bank 
growth, its influence should have been manifest 
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long ere this. As we pointed out at the beginning 
of this chapter, the movement toward greater units 
IS not new. The first quarter of the present century 
witnessed prodigious changes in all the physically 
productive and distributive fields except agricul- 
ture. Is there any sound reason for deferred effect 
on banking? Why has the response of banking 
been postponed to this late day if the causes have 
been operating throughout a quarter of a century? 
This anomalous suspense of sympathetic growth 
has not been explained and we look in vain for 
the sustained impotence and sterihty of this puta- 
tive cause. 

We have so far been considering merely the 
superficial assumption that bigger business needs 
bigger banks. It would hardly be correct to deny 
all connection between the two as cause and effect. 

■Wherein Great Banks Are an Aid te Big Business 

Greater banks, largely because of their greater 
size and superior facihties, can appeal to a power- 
ful business clientele m a manner not possible for 
the small old fashioned unit bank. Practically all 
the large banks now have functions which some 
years ago were considered outside the pale of ordi- 
nary banking enterprise. They have correspondent 
or direct connections with powerful financial insti- 
tutions abroad. In a few instances they have their 
own branches in alien lands in which the outposts 
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of American trade have been established. The 
services which such banks can offer make a strong 
appeal for the patronage of the American who is 
unable or reluctant to make engagements with 
foreign institutions. It is but natural that such 
service should be an excellent feeder for the banks’ 
normal business of deposit and discoxmt. 

Security Distribution 

In the field of security distribution, there is like- 
wise a distinct causal connection between big busi- 
ness and big banking. Most of our large banks 
are closely aflShated with security companies. We 
have previously noted the increasing tendency of 
corporations to seek financial support in the stock 
market instead of from the banks. Even so, they 
require the aid of the very institutions from which 
they wish liberation. The abihty to provide imme- 
diate and wide distribution for securities at the best 
market price, with assured support of the market 
until they have found their way into the strong 
boxes of investors, is not the least of the superior 
facilities with which the great bank attracts the 
business of a great corporation. 

Strength and PreisEtige 

Finally, there is the element of strength and 
prestige which the larger bank can offer. Even if 
we grant no superiority in management, the bank 
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with $25,000,000 in resources is far stronger than 
a hundred banks each having $250,000 in resources. 
It IS the old principle of strength in union. As a 
depositor, the important client feels a greater sense 
of security in the large bank. While the big insti- 
tution may he more exacting as a creditor, more 
insistent upon a cold and formal and thorough 
analysis of the apphcant’s capacity to repay a loan, 
it undoubtedly holds forth compensating attrac- 
tions in safety. We shall examine at a later point 
the relative safety of systems of large banks and 
systems of small unit banks. 

Growth a Reflection of Change in Character Rather Than 
Size 

We may note here that two of the three sympa- 
thetic bonds between big busmess and big banks, 
L e. foreign banking service and security distribu- 
tion, are recent developments in American banking. 
They reflect a change in the character of American 
trade and enterprise rather than an increase in size, 
In other words, our banks have developed their 
foreign service not because business is big, but be- 
cause it is increasing its foreign contacts. Nor 
have they gone into security distribution because 
our business units are bigger. It is merely the 
adaptation of the bank to a new method of cor- 
porate financing resting in turn upon an increase 
in the size and capacity of the investing public. 
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A word should be said about the character of 
the evolutionary process m banking. It must not 
be supposed that branch banlang is the only, or 
principal, manifestation of bank growth. An 
approximate analogy between the form of 
growth of banking and productive and distributive 
enterprise is possible. In the latter fields, we have 
become accustomed to the analysis of growth which 
distingmshes vertical and horizontal development 
The same analysis may be applied to banking. 

Growth by Integration 

The great bank reaches back to the sources of 
credit through its appeal to the current and savings 
depositor. In this respect it possesses no advan- 
tage over the small bank. In its requisition of 
reserves, it is no better and perhaps not as well oif 
as the small bank. The central fund of credit held 
by the Federal reserve banks is as accessible to the 
small as to the large bank However, it is in the 
control of the disposition of this credit that we see 
signs of integration and a definite advantage over 
the small bank. The departure from traditional 
commercial banldng is so defimte and the operation 
of savings, commercial and trust departments by 
the same institution so common that we cannot 
point to these evidences of integration as peculiar 
advantages of large scale banking. In the distribu- 
tion of securities, the underwriting and sale of 
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insurance and the financing of foreign trade, large 
scale banking is able to conserve its credit in a 
manner not yet open to the small hank. 

Object of Integration 

The object of banlc integration is two fold, to 
earn the commission for the extra service and 
secure the maximum retention of the bank’s credit. 

The latter object reqmres explanation. If all 
the depositors of a bank demanded payment at 
the same time, the bank would be rmned. If none 
demanded payment or if one depositor drew upon 
the bank only to pay another, the bank could realize 
the maximum profit from its credit. The object of 
integration is to control the flow of payments of 
depositors into the accounts of other depositors. 
The methods by which this is accomplished and 
the incidence of the benefits will be traced more 
fully in the chapter on the profits of large scale 
banking. 

Horizontal Growth 

Horizontal growth in banking may take place 
through an expansion of existing facilities in a 
single place of business, through chain and group 
afliliations or branches. The first form of ex- 
pansion is illustrated in the First National Bank of 
New York. This institution belongs in our group 
of great banks, although it has no branches or 

[ 36 ] 



BANKS AND THE MEEGEE PEOCESSION 


subordinate members. The connection between a 
group or chain of banks may take any one of a 
number of forms. The Economic Pohcy Commis- 
sion of the American Bankers Association has 
defined three distinct types of unified control in 
this field. In the first group a single bank exer- 
cises definite control over the group ; in the second, 
a holding companj’- provides the unity, while in the 
third class, singleness of purpose is provided by 
an individual or a group of individuals.^® This 
classification is instructive, but not exhaustive, for 
there are many border line cases and some that 
cannot be placed in any one of these three groups. 
The third form of horizontal growth is through 
branches. These may be established de novo or 
represent the conversion of former independent 
banks. Of the 3,440 branches in this country on 
June 80, 1929, 2,329 were established de novo, 958 
by purchase of banks, while the remaining 153 have 
not been classified.^^ 

That IS the warp and the woof of the evolu- 
tionary procession in banking. 

American Bamkeis Association Journal, October, 1939 p 4 

^Federal 'Reserve Bulletin, December, 1939 p 766 
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CHAPTER III 

Cheater Banks and the American Tradition 

The failure of American banks, as a whole, to 
achieve that great stature which distinguishes the 
banlcs of Canada, Great Britain, Germany and 
France, not to mention other nations which belong 
to the second or more remote order of industrial 
and economic prominence, is a matter for question. 
Certainly no fault can be found with the enter- 
prise of the American. In all other fields he has 
seized avidly upon every promise of profit and 
exploited it intensely and relentlessly. Our amaz- 
ing material progress has provoked the interest, 
admiration and envy of the old world. Expert 
commissions of inquiry have been sent to our shores 
to reveal the mysterious origin of our prolific fount 
of income. While noting such material factors as 
prodigious and apparently inexhaustible natural 
resources, the blessings of a vast domestic market 
unhampered by tariffs and the consequent practi- 
cability of large scale production, they have also 
paid unstinted tribute to that aggressive energy of 
the American people which constitutes the driving 
fuel of effective enterprise. Entrepreneurial ane- 
mia is certainly not the explanation of our failure 
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to bring forth offspring m the field of banking 
comparable in size and number to those in other 

fields. 


Same Great Banks 

There are exceptions, of course. New York 
abounds in banking houses of the first rank, not 
only in integrity and perfection of service, but in 
size as well. In a number of other cities banks have 
been approacMng proportions which permit com- 
parison with the great banks of other nations. 
However, these banks are confined to the grea 
cities. Throughout the length and breadth of the 
land, the small unit bank overwhelmingly dominates 
the hanking stage. It should be added that tins 
is true only of numbers and not of resources. On 
June 30, 1929, there were 25,115 banks in this 
country, of which 818 ^ were operating one or more 
branches, while 1,784 others were members of 272 
chains.* Thus, in point of nnmheis, the umt b^s 
still hold the field. However, our ; 

constituting hut i/lOO per cent, of 
her, held approximately 15 p« cent, of 
resources of the country.' One pel cent, 
banks hold a trifle more than 46 
resources of all our hanks,' and about three qu 

■''SiS.S «,p • 

'^Rltort of the OowpiroUer of the Currency, 1929. 
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ters of the nation’s commercial deposits.® The 
resources of the 272 chains aggregate $12,500,550,- 
000, and are equal to about 17 per cent, of our total 
banking resources.® Our dhains, plus our 250 larg- 
est banks, slightly exceeding in number 2 per cent, 
of our banks, control 63 per cent, of the nation’s 
banldng sinews. According to all appearances, the 
momentum of the movement is still m process of 
acceleration. Whatever may be said of the com- 
parative stagnation of banking developments in 
this country during the first quarter of the present 
century, the banks at present seem determined to 
make up for lost time. 

“The Genius of the American People” 

It is the pace of this movement as well as its 
destination and the effect of its precipitate rate 
which is arousing concern. Many sincere friends 
of unit banking, as well as a number of alarmists 
who see sinister omens in all forms of concentration, 
have asserted that the trend is a violent and un- 
wholesome reversal of the historic emphasis upon 
American individuahsm and contrary to that flatu- 
lent illusion “the genius of the American people.” 

A Fair and Competent Statement 

P erhaps the fairest statement of this view comes 
from George W. Davison, president of the Cen- 

^American B cankers Association Journal, op cit b 2 

^Ibid p 4 ^ p p 
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tral Ilanovei’ Bank and Trust Company of New 
York. We inigiht go west of the Mississippi for a 
more colorful exposition of this view or to Wash- 
ington for a case breathing ardent solicitude for 
the common people. Mr. Davison is much better. 

“In no phase of our American hfe, has our in- 
dividualistic tradition maintained so thoroughly the 
free play of competition as among our banks. It 
is that which is primarily responsible for the adapt- 
ability shown by the American banker to all the 
changing needs of new conditions and the promise 
of new oiiportunity.” 

“The implications of an answer in favor of an 
intense concentration of control in the banking 
field must cause still more concern because of the 
basic characteristics of American banking in its 
historic past, and because of the contribution of 
banldng to the exploitation of American economic 
resources and the prosperous growth of American 
enterprise. 

“When we recall, and recall we can with pride, 
the encouragement and assistance which the free- 
dom of independent initiative in our highly indi- 
vidualized banking system has given to the con- 
structive achievements of American history and 
trade, and the enhancement of the popular welfare, 
I am satisfied that all these questions can receive 
an answer affirming that there is no necessity in our 
banking past or present for a revolutionary change 
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in our banking system in the near or further 
future.”^ 

Two Ideas 

These quotations carry two ideas. The first is 
the conviction that there are innate susceptibilities 
in the soul of the American race which are at odds 
with the forces of concentration in banking. The 
latter, in other words, is incompatible with that 
vague spiritual complex of the race, that cumulative 
force of tradition and generic idiosyncrasies which 
political historians flatteringly define in terms of 
genius. The second idea is that independent unit 
banking has supplied a measure of sympathetic 
response to the enterprising aspirations of the 
American people incomparably superior to that 
which any other banking system could have pro- 
vided. Unit banking has been to American enter- 
prise what a perfect mate is to a man. The latter 
might have made the grade with some other daugh- 
ter of Eve, whose beneficent inspiration and under- 
standing ministration were less than perfect. Never 
would he have been able to point to the stupendous 
feats of achievement which constitute the illustrious 
record of American progress. 

The Art of Looking Backward 

This second point we shall consider more fully 
at a later stage of this study. We are here inter- 

’^Ibid p. 8, 9, 
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ested in the hanldng manifestations of American 
genius. Before designating any peculiarity of the 
American character as immutable and cast for all 
time in the inflexible mold of history, it is well to 
look back. In considering the evolution of Ameri- 
can banking, it may be that we fail to look back 
far enough. 

Pre-CiTil War Regulatioii of Banking 

Aside from the two adventures into central 
hanking, the federal government paid scant atten- 
tion to commercial banking. True, itfe policies were 
often weighted with sigmflcance for the banks of 
the country as, for example, Jackson’s specie cir- 
cular and the ever recurring and controversial 
problem of government depositaries. No legal 
enactments emanating from Washington attempted 
the regulation of our banks prior to the passage 
of the National Banking Act. They were left to 
the tolerant mercies of the state governments. So 
baffling were the problems of banking, so great the 
abuses, so impovenshed in judgment and experi- 
ence our state legislators and so chronically futile 
their efforts at solution that a number of states 
found in the absolute prohibition of all banking the 
only satisfactory surcease from its manifold ills.® 

® Michigan and Wisconsin, Horace White, Money Banking, 
2nd edition p 362 In the debate on the Nlational Banking Act, 
Senator Henderson demanded that every bank in the country be 
blotted out of existence Congressional Globe, Feb 10, 1863, p 861. 
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Under the diverse regulation of the states many 
types of banking developed Branch hanking was 
prevalent hut was gradually rooted out in the 
North and concenti’ated in the South. The extent 
of branch banking and its declining importance may 
be judged from the following table: 


State Banks and 

Branches in 
1824-1858 

THE United States 


Number of 

Numbei of 

Year 

Banks 

Branches 

1834 

406 

100 

1835 

558 

146 

1836 

567 

146 

1837 

634 

154 

1838 

663 

166 

1839 

662 

178 

1840 

722 

179 

1841 

619 

165 

1842 

563 

129 

1843 

577 

114 

1844 

578 

118 

1845 

580 

127 

1846 

587 

120 

1847 

591 

124 

1848 

622 

129 

1849 

654 

128 

1850 

685 

139 

1851 

731 

148 

1854 

1,059 

149 

1855 

1,163 

144 

1856 

1,255 

143 

1857 

1,283 

133 

1858 

1,284 

188 


The figures for 1&53, 1853 are omitted because incomplete 
JReport of the Secretary of the Treamry^ June 30, 1858 pp. 358, 360 
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It will be seen that the relative importance of 
branches declined from a position where one bank- 
ing office in every six was a branch to a position 
where only one office m ten was a branch. 

In view of the persistent advocacy of branch 
banking as an antidote for the banldng disorders 
of the day, particularly with reference to failures 
and losses to depositors, it may be of interest to 
know why it declined at a time when the profusion 
of banking disorders could provide an exacting test 
of its therapeutic qualities. 

Branch Organization and Bank Abuses 

A consideration of the evidence discloses that 
branch banking, far from mitigating the grave 
afflictions borne by the banicing system of the day, 
appeared to be the medium through which they 
were aggravated. Let us turn to the patient and 
see how branch banking impaired his resistance to 
the diseases of abominable banking. 

In every community and at all times there are 
men with schemes of enterprise which fad to win 
banldng support. Rarely do the rejected apph- 
cants accept that failure as evidence of flaws in 
their projects. On the contrary, such refusal is 
usually seen as an expression of discrimination, im- 
perfect judgment or plain stupidity on the part of 
the banker. The decades prior to the Civil War 
had their fair share of business adventurers. They 
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were the guiding spirits of the legion of fly-hy- 
night banks which gave that era an unsavory repute. 

An Era of Speculative Don Juans 

Banks were often established not because there 
was capital in the community seeking investment, 
but rather because certain speculative Don Juans 
wei’e unable to obtain accommodation from banks 
having real capital and established reputations.® It 
may be somewhat of a mystery to the lay reader in 
the year of grace, 1930, how a group of impecu- 
nious adventurers can organize a bank and lend 
themselves the money which a reputable institution 
will not grant. The process was simple. The 
group met with all the solemn hocus pocus of legal 
formality. Each member received an allotted num- 
ber of shares of stock. Incantations were read. The 
child was born. How did the shareholders pay for 
their shares when, according to the premise, they 
had no money? With the first breath of corporate 
existence, these gentlemen applied to the bank for a 
loan, offering the stock of the bank as security. 
Crudely engraved notes were printed. The privi- 
leged applicants were honored with loans. Said 
applicants, who were also stockholders, be it re- 
membered, passed hack the bank notes in full pay- 
ment of their stock. The capital of the bank is 
paid up. Is it any wonder that the people of such 

* The Report of the Secretary of the Treasury, Feb* M, 18^0. 
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t? 

an age should seriously court the phantasy of per- 
petual motion or fail to understand their inability 
to lift themselves up by their bootstraps? Emerg- 
ing from such a disreputable matrix, a bank would 
attract only such clients as had everything to gain 
and nothing to lose. The bona fide borrower or 
depositor had to exercise great caution and was con- 
stantly admonished by the tragic experiences of his 
countrymen in other communities. 

Personal Vigilance the Only Assurance of Safety 

He had a frail defence in the law which in its 
own maladroit and doddering fashion tried to cor- 
rect abuses. The citizen soon learned a safer rem- 
edy. He carefully scrutinized the character of the 
men who founded the institution and kept their 
activities under his constant surveillance. If they 
were men of substance, honest and conservative, 
the bank could be trusted. It was difficult, if not 
impossible, to appraise the character of men m dis- 
tant parts. They could not be observed. Hence, 
the insistence upon local owners and local managers 
of a bank. Branch banking impeded that alert 
vigilance which the wary citizen found necessary 
in his banking relations. 

Keeping the Banhers at Home 

In practically all the northern states we find the 
ownership of stock restricted to citizens of the com- 
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mxmity served by the bank. This was due partly 
to jealousy, but chiefly to a desire to keep an eye 
on the stockholders. It is for this reason that the 
Governor of the State of New Hampshire in 1841 
urges legislation to prevent the control of banks 
from passing into the hands of outsiders. In the 
same year, the Commissioners of Massachusetts 
declared that non-resident control had proved ruin- 
ous in every case.’^^ In 1854, the Superintendent 
of the Bank Department of New York reported 
that every bank which had failed during the pre- 
vious eight years had been owned by non-resident 
brokers and speculators.^^ 

In most states the law required the residence of 
the bank director in the state. Sometimes the 
county was prescribed, and in Massachusetts (after 
1853) residence was confined to a radius of ten 
miles from the bank.^* The thirteen directors of 
the Girard Bank had to be residents of the city or 
county of Philadelphia.^* Such restrictions, im- 
posed for the sake of safety, were hardly compati- 
ble with branch banking. 

After the glaring abuses in the formation of 
banks had been detected and legislation passed to 
curb them, branch relationships and other affilia- 

“Dewey, Davis E State Banking Before the Oiml Tfian Na- 
tional Monetary Commission, p. ^5. 

^Idem 

p ^7 
p im 

^^Ibid p. 123 ' 
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tions enabled the banks to evade them. Where the 
state code calls for specie payments of capital, com- 
phance with the law is greatly facihtated if a group 
of banks can cooperate in the establishment of the 
common specie fund which will serve as the “initial 
capital” of each member of the group.^® 

Currency Disorders 

More productive of distress than the phantom 
capital of the banks was their note distributing 
proclivities. It was a day m which checks were not 
commonly used and deposit credit could be circu- 
lated only through bank notes. The greater the 
quantity of its own notes which a bank could keep 
in circulation, the greater its profits. These notes 
were, in effect, circulating checks, and it was to the 
interest of the banks to render their presentation 
for payment as difiicult and infrequent as possible. 
Branch banks fitted the need perfectly. Notes were 
paid out by the parent bank in the city which had 
/ been issued by an inaccessible branch in the hinter- 
land. Each branch issued the notes of other remote 
branches. The arrangement was extremely attrac- 
tive — for the stockholders. This was true in Ken- 
tucky, Virginia and rather generally throughout 
the South.^® The looseness made possible by branch 
banking led to grave abuses and inflation in 

p 11 

”/6tcl p 108 
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Alabama.^’^ Because of the greater latitude which 
branch banking offered the unscrupulous promoter, 
the laws of the northern states generally frowned 
upon branches and resorted to summary measures 
to repress evasions/® When certain bankers in 
New York loaned notes issued at interior towns 
and then, due to the difficulty of redemption at the 
place of issue, redeemed them in New York at a 
discount, the legislature stepped in and prohibited 
banking business at any place other than the actual 
residence of the banker/® For the same reason. 
Chain banking was very popular with the slippery 
gentry who wished to maximize their outstanding 
credit. Georgia and Chicago were a favorite team, 
the bank in Chicago, paying out the notes of the 
bank in Georgia which very considerately recipro- 
cated/® 

Branch Banking Identified with Vicious Banking 

It can readily be seen that branch banks were 
an ideal instrument for the aggravation of the cur- 
rency ills of the time. Every history of banking 
dwells upon the distress caused by the thousands-of 
notes circulating at varying rates of discount and 
heavily diluted with counterfeits and the notes of 
defunct banks. So embittered were the victims 

” lUd. p 138 

Breckenridge, E M Sound Currency, pp 6, 8 
White, Horace, op c%t p 338 
^Ubid p 354, 355 
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that many of them gave way to anti-hank phobia. 
Branch banking was considered one of the stigmata 
of a vicious and fraudulent banking system. 

Hamilton regarded branches with some doubt. 
He felt that they introduced an unnecessary com- 
plexity to the system. The latitude which in the 
absence of ready communication must be granted 
to subordinates was a source of danger to the 
parent bank. In 1793 the Bank of Pennsylvania 
established several branches. When the legislature 
made the parent hank responsible for the notes of 
the branches, these were promptly closed.^^ 

Worst Excesses in Branch Areas 

There is little evidence that the branch structure 
where it prevailed had any stabilizing effect upon 
banking. In fact the South in which it was con- 
centrated had by far the worst hanks in the country. 
Failures were numerous. For 1839 Sunrner reports 
343 failed banks out of a total of 850 in the country. 
If we add 62 others which closed but subsequently 
reopened we have a little less than one half the 
banks in a state of insolvency.®^ The reckless 
speculation in lands, commodities and public im- 
provements in which the banks were directly and 
indirectly involved resulted in an epidemic of 
failures which has had no counterpart in American 

State Bcmking Before Civil Waij op cit p 13T 

^ Sumner, Wiillxam J A Histoiy of Ameiican Cwrrency p 15^ 
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Banking history until the decade 1920-1930. 
Today we attribute excessive banldng mortality to 
our small umt banks and urge branch banking as 
a cure. 

In the earlier period we damned the branch 
banks and held that small imit banking with stock- 
holders and managers residents of the community 
which they served was one of the essential safe- 
guards of sound banking. May we raise a small 
voice at this point and ask what historical tradition 
and the gemus of the American people contribute 
to the problem of banking concentration^ 

BrancE BanMng Without Friends 

Professor Southworth confesses some mysti- 
fication at his inability to discover in the Con- 
gressional debates preceding the passage of the 
National Banking Act any reference to branch 
banking.^^ It is a reasonable conclusion that branch 
banking had so thoroughly discredited itself as the 
instrument of fraud and disorder that no voice could 
be found with the temerity to speak up for it. It was 
known that Secretary Chase had a profound dis- 
trust for state banks. One of the principle, if not 
the principle, reasons for the establishment of a 
system of national banks was the necessity of 
emancipating the country from the polyglot and 

Hefort of Comptroller of Qwr&rncy, vtbt, pp 5 

Southworth, S D Boanch Bankings %n the TJmted States, 

pp IO3 11 * 
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crazy-quilt currency of the state banks. The de- 
fects of state banking were carefully canvassed and 
weighed. The new banking code embodied a deter- 
mination to eliminate them effectively and perma- 
nently. 

Source of Restrictions m National Bank Act 

Many of the restrictions m the National Bank 
Act find their origin in the abuses of state banking 
in the era preceding the Cml War. We have men- 
tioned the fact that many of the banks speculated 
directly in lands and goods and that their downfall 
was the consequence. The heavy cotton specula- 
tion of Nicholas Biddle was a major factor in the 
failure of the United States Bank of Pennsylvania 
in 1841.®® The Western banks in general were 
overloaded with stocks and paid the penalty in 
failures. As a group, one-half their capital was so 
invested in contrast to 2 per cent, for the New Eng- 
land banks In the South, banks were deliber- 
ately organized for the benefit improvement com- 
panies We have the example of the Central Rail- 
road and the Georgia Railroad which were unable 
to raise capital and therefore secured charters as 
the Central Railroad and Banking Company, and 
the Georgia Railroad and Banking Company. The 
first railroad corporation in Texas was known as 

“Hepburn, A Barton, A History of Ourrency vn the United 
States, 1915 p. 140 

’’Ibid 


[ 53 ] 



BANK CONCENTRATION IN THE UNITED STATES 

:he Texas Railroad Navigation and Banking Com- 
pany. These “railroads” in many cases got no 
further than their plans, and when the crash of 
1837 came, vast systems of ethereal railroads and 
real hanks collapsed,^'^ The lesson was not lost on 
the Congress which sought to establish a system of 
sound banks. When the banking malefactors were 
[ined up m the prison courtyard at sunrise, branch 
banking was m the lot. 

Cautioii as to Conclusion 

It is only fair to indicate at this point that 
branch banking per se was not an evil. The abuses 
from which banking then suffered found in the 
branch organization a greater tolerance and lati- 
tude and proceeded to make use of it. As a result, 
the branch organization became so completely 
identified with the evils whose spread it facilitated 
that it was treated as a culpable accessory. As 
clearly as we see in the branch organization today 
a source of strength, just so did our forefathers 
see in it a source of weakness. The abuses which 
cast their blight upon the branch system have been 
extirpated and it may well be that under modern 
conditions of banking a branch organization can 
give an entirely different and much more com- 
mendable account of itself. It should also be 
remembered that some of the virtues which we see 

Cleveland, Powell, Umlroad P'lomoUon and Gapitalization, 
pp 167-173. 
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in the ramifications of a bank could not be appre- 
ciated by the citizens of this earlier era We have 
admitted diversification as a sound principle of 
investment for the individual as well as for the 
bank, diversification not only as to the situs of 
investment but the industry itself. That is to say, 
we believe in geographical as well as functional 
diversification. Our more primitive bank clients 
failed utterly to see the value of such an arrange- 
ment. They felt that a local bank had no right to 
take the credit and savings of the community else- 
where. On the other hand, any applications for 
discount from without were viewed with suspicion. 
This was an alien appeal and indicated that the 
domestic market of the proposed borrower, than 
which there was none more competent to pass upon 
his capacity and integrity, was unwilling to accom- 
modate him.^® 

Some Excellent Branch Systems — ^Indiana 

In spite of the incubi of abuses under which 
the branch systems struggled, there were some 
conspicuous and honorable exceptions to the rule 
that branch organization was the symptom of dis- 
creditable banking. The State Bank of Indiana 
and the State Bank of Ohio deserve mention in this 
connection. The bank of Indiana was organized 
in 1834 as a parent bank with ten branches which 

** Dewey, op ott p. 191 et passim 
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were later increased to thirteen. Each branch had 
a capital of $ 160 , 000 . The parent bank had no 
capital at all and was merely a supervisory body 
consisting of a president and board of directors. 
The president and four directors were appointed 
by the state. Each branch selected one director. 
Aside from its supervisory functions, the parent 
bank engaged in no banldng. We may look upon 
it as a holding company operating a series of fed- 
erated banks. However, there is one very vital 
difference between the position and responsibilities 
of the subordinate members of the Indiana bank 
and a modern group held together by a holding 
company. The branches of the Indiana bank were 
independent as to assets but jointly liable for 
failures. The holding company device today has 
just reversed this arrangement. The assets of the 
constituent banks are held jointly. The earnings 
are distributed to a common body of stockholders. 
The separate corporate existence of each unit in 
the chain permits the losses of failure to be confined 
to a single unit. That is the legal situation. In 
practice, it may well be that the solvent members 
of the chain will come to the assistance of the bank 
or banks which are in difficulties. That remains to 
be seen. It is a mistake to attribute any talismanic 
qualities to the formula of association of the 
Indiana Bank. Its success was due largely to the 
character of the men conducting it, the reality of 

[ 56 ] 



GEEATEE BANKS AND AMEEICAN TEADITION 


its capital, the conservatism of its rules and the 
vigor and exacting nature of its inspections. If the 
branch organization imposed any hmitations upon 
sound banking, these men rose above them.^® 

State Bank of Ohio 

The State Bank of Ohio was established in 1845 
with seven branches. It had a central board of 
control similar to that of the Banlc of Indiana. 
When its existence as a state bank ceased in 1866, 
it had 36 branches. Here again we find a system 
of federated independent banks jointly liable for 
circulating notes, but independent as to assets and 
other debts. Since the note issues were the chief 
source of abuse, and since these banks were held 
liable for each other’s excesses, each bank main- 
tained a jealous watch of its associates. Combined 
with rigorous examinations and competent central 
supervision, the system was highly successful.®® 

Wisconsin Marine and Fire Insurance Company 

The Wisconsin Marine and Fire Insurance 
Company is another example of successful branch 
banking. The unusual title of this bank was made 
necessary by the prohibition of all banking by the 
state of Wisconsin. Banking, however, meant 
merely the issue of notes. This failed to cramp the 
ambitions of George Smith, the canny Scotch 

*®See White, Horace, o'p c%t 357-360 
pp 367-368 
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immi grant, who founded the Wisconsin Marine and 
Fire Insurance Company. Organized ostensibly 
for the purpose of selling insurance, it soon com- 
menced the discounting of commercial paper, and 
the issue of circulating certificates of deposit. Its 
main office was at Milwaukee with branches at 
Chicago, Detroit, Buffalo, Galena and St. Louis. 
In spite of doubtful charter rights, a hostile legisla- 
ture and repeated runs for specie, it operated with 
uninterrupted success. Its good fortune must be 
attributed largely to the acumen and integrity of 
George Smith. 

Conclusion on Pre-Cml War Branch Experience 

On the basis of the pre-Civil War experience 
with branch banking in this country, we may con- 
clude that the evidence leaves the verdict open as 
to the desirability and soundness of this form of 
banking structure. The testimony is more decisive 
in another direction. There is little in the case 
against branch banking as revealed in this period 
of our history to indicate that it is repugnant to 
the intrinsic temperament of the American race. 
If we contemplate a legislative or economic process 
for the purpose of discouraging the grovrth of the 
branch organization, it should be based upon other 
and more substantial grounds than incompatibility 
with American genius. 



CHAPTER IV 


The Case eor Gueatee Banks and Beanch 
Systems 

Beeoee attempting to play the cold light of facts 
in so far as they are available and analysis in so far 
as it is eflPective upon the issues raised by the con- 
tending forces, it may he well to reveal these issues 
through the polemics of the two sides. It is not 
practicable to permit each eager spokesman to 
give his own peculiar interpretation of the truth 
as he sees it. That task has already been per- 
formed elsewhere.^ From this general rule two 
exceptions will be made. 

Two Advocates 

No advocate of bank concentration, particu- 
larly through branch organization, has been so 
insistent and articulate as the present Comptroller 
of the Currency, J. W. Pole. Fortified by the 
disinterestedness of high public office and the in- 
timate and expert knowledge of the problem which 
his official duties bring he speaks with great author- 

^See AmencaTi Bankers Association Journal, Oct*, 1929, Jan., 
1930; Feb.) 1930 Wlhaley-EatOTi Pamphlets, Questionnme on 
Branch Banking, Nov 22, 1929 
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ity. Even though he were dead wi’ong, which may 
not he the case at all, his views command attention. 
On the other side of the case, speaking with pun- 
gent vehemence and the earnestness of profound 
conviction, we shall yield space to another author- 
ity of equal weight, Henry M. Dawes, addressing 
us in his official capacity as Comptroller of the Cur- 
rency. Mr. Pole speaks in the year 1929, Mr. 
Dawes in 1923. The brief space of six years sepa- 
rates them. Is it possible that American banldng 
conditions have undergone a change so revolution- 
ary that the opinions of such high authorities could 
reasonably pass through an arc of 180 degrees^ 
Certainly the passage of six years could not have 
shattered those epic virtues in unit banking which 
Mr. Dawes so clearly discerned in 1923. Certainly 
the blighting affiietions which are now fatally under- 
mining the health of our unit banking structure, 
according to Mr. Pole, must have been in some 
evidence a brief six years ago. The only reasonable 
conclusion which a faltering layman may embrace 
is that these two able judges have cast their perspi- 
cacious scrutiny upon substantially identical con- 
ditions and have expressed utterly contradictory 
judgments. 

Mr. Pole and the Stnall Unit Bank 

Here is Mr. Pole leading off for the prosecu- 
tion. 
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“While the largest and strongest banks with 
the bulk of the banlang resources are in the large 
cities, about three-fourths of all the banks in num- 
ber are in the smaller towns and cities and may be 
classed as country banks. It is these banks which 
serve directly the agricultural communities. They 
operate with small capital fimds and are very much 
limited in their abihty to employ a trained manage- 
ment. The economic developments of the post- 
war period have had the elfect of decreasing the 
opportumties of these banks to operate with profit 
and it IS this situation to which I should hke to 
direct your most serious consideration. 

Bank Failures 

“We are faced with the fact that during the 
9-year period from July 1, 1920, to June 80, 1929, 
inclusive, about 5,000 banks, nearly all in the agri- 
cultural communities, closed their doors and tied up 
deposits of approximately $1,500,000,000.^ These 
failures have not been limited to any one section 
of the country, although they have been most pre- 
valent in the agricultural districts. Up to Novem- 
ber 1, 521 banks with deposits, of about $200,000,000 
had suspended during the year 1929 The number 
of failures by states during the fiscal years ending 

* These figures embrace only those banks which actually went into 
the hands of receivers They do not include about 500 banks which 
suspended business but were later reopened after reorganization, 
often resulting m depositors and shareholders voluntaiily suffering 
some loss. 
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Failures by States During Fiscal Years Ending June 
30^ 1921 TO 1929 Inclusive 

State and 
private National 

Maine 3 


New Hampshire 1 

Vermont 1 

Massachusetts 15 1 

Rhode Island 1 1 

Connecticut 2 1 


Total New England States 23 3 

New York 10 2 

New Jersey 

Pennsylvania 26 11 

Delaware 1 

Maryland 5 1 

District of Columbia 1 


Total Eastern States 41 16 


Virginia 

West Virginia 

North Caiolma 

South Carolina 

Georgia 

Florida 

Alabama 

Mississippi 

Louisiana 

Texas 

Arkansas 

Kentucky 

Tennessee 

Total Southern States 


29 

2 

21 

4 

98 

12 

170 

21 

293 

12 

110 

13 

22 

4 

40 

3 

33 

1 

178 

39 

80 

8 

40 


56 

8 

1;,170 

122 
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Failures by States During Fiscal Years Ending June 
BOy 1921 TO 1929 Inclusive 

State and 



piivate 

National 

Ohio 

28 

8 

Indiana 

78 

13 

Illinois 

68 

13 

Michigan 

63 

2 

Wisconsin 

57 

8 

Minnesota 

320 

58 

Iowa 

386 

81 

Missouri 

241 

5 

Total Middle Western States 

1,241 

188 

North Dakota 

885 

59 

South Dakota 

264 

51 

Nebraska 

279 

28 

Kansas 

182 

12 

Montana 

136 

55 

Wyoming 

52 

11 

Colorado 

60 

16 

New Mexico 

40 

20 

Oklahoma 

174 

53 

Total Western States 

1,572 

305 

Washington 

41 

8 

Oregon 

36 

7 

California 

13 

16 

Idaho 

48 

25 

Utah 

13 

4 

Nevada 

2 


Arizona 

27 

3 

i Total Pacific States 

180 

63 

The Territory of Hawaii 

1 


Total United States 

4,228 

697 
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June 30, 1921 to 1929, inclusive, is shown in the 
accompanying table. 

Heavy Percentage of Failures 

“As will be observed from the accompanying 
table the failures of state chartered banks greatly 
out-number those of the national banks, but small 
national banks have not been immune to the condi- 
tions which are causing the failures of small country 
banks generally. As an illustration of the wide 
scope of this economic condition, it may be said that 
in seven states over 40 per cent, of all the banks 
in existence in 1920 have failed and in six states 
between 25 and 40 per cent. In 26 states, or more 
than one-half the total, over 10 per cent, of the 
banks that were in operation in 1920 have since 
failed. When it is considered that no important 
failures have occurred among banks in the larger 
cities, the ratio of failures in the country districts 
is even higher. 

City and Country Depositors 

“We have here, therefore, a strong contrast 
between city and countiy bank operations. Where- 
as the depositor in a large city bank, whether a 
wage earner or a business man, has had full protec- 
tion, the depositor in the small country bank has 
suffered severely from the mability of so many of 
these banks to meet their deposit liabilities. The 
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farming communities have not been afforded the 
protection for their savings which has been available 
to depositors in the large cities. 

No Prospect for Improvement 

“It IS cause for immediate concern that the 
operating conditions faced by the country banks 
show no prospect of improvement under the present 
system. There are many country banks now oper- 
ated at a loss and many others operating upon 
earnings insufficient to justify their capital invest- 
ment. There is not available to me the earning 
statements of state banks, but taking the national 
banks as an illustration and the year 1927 as a 
typical year (later earmng figures not being com- 
piled) , 966 national banks operated at a loss and an 
additional 2,000 earned less than 5 per cent. These 
constituted about 38 per cent, of all national banks 
in the United States. 

Collapse of Rural Ban k mg 

“Comprehensive study of the banking situation 
for the past nine years clearly indicates that the 
system of banking in the rural communities has 
broken down through causes beyond the control of 
the individual banker or the local community. 
These causes are of a basic nature and have many 
ramifications throughout the great economic and 
social changes which have occurred in the United 
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States since 1914. I shall not attempt in this report 
a detailed analysis of this situation except to say 
that the economic movement away from a large 
number of independent local utility and industrial 
operating units toward a stronger and more cen- 
tralized form of operation in the large cities has 
curtailed the opportunities of the country bank for 
diversity and extension of business while broaden- 
ing these opportunities for the large city bank. 

Legislative Support Not a Solution 

“Any attempt to maintain the present country 
bank system by force of legislation in the nature of 
guaranty of deposits or the like would be economi- 
cally unsound and would not accomplish the pur- 
pose intended. If in the free course of business 
the country bank can not successfully operate as an 
independent banking corporation, affording ample 
protection to its depositors and its stockholders, the 
obligation and responsibility is upon the Govern- 
ment of the United States, at least so far as the 
national hanks are concerned, to set up a system 
of national banking which will insure the rural 
communities against the continuing disastrous ef- 
fects of local bank failures. . . . 

Private Initiative Attempting a Solution 

“In the absence of legislation to remedy the 
conditions above described, private enterprise has 
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within recent months undertaken to meet the eco- 
nomic situation presented hy the growing isolation 
of the country banks. Local holding companies 
have been formed in many sections of the country 
for the purpose of bringing together a number of 
banks into a single operating group. The usual 
procedure is for the holding company, a state cor- 
poration, to purchase a majority of the stock of 
several banks, one of which would be a large city 
bank which in effect becomes the parent bank of 
the group. The management personnel of the 
central bank becomes in practice the responsible 
management for the entire group. Through such 
a group system it appears to be possible to make a 
close approach to a form of branch banking where- 
by each operating unit leans for support upon the 
central bank, or upon the holding company, and 
receives the benefits of its moral and financial sup- 
port; its prestige and good will; its extension of 
the wider type of banking service ; and the benefits 
of its highly trained management. ... 

Duty of the State 

“It appears that in many cases some of the most 
responsible bankers and business men of the com- 
munity have been instrumental in the organization 
of these holding companies and this it would seem 
is a sufficient indication of the seriousness of the 
purpose behind the movement. However, these 
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holding companies are attempting to do under the 
sanction of existing laws, which are crudely adapted 
to the purpose, what should be made possible in a 
simpler manner by new legislation. If branch 
banking were permitted to be extended from the 
adequately capitalized large city banks to the out- 
lying communities within the economic zone of 
operations of such banks, there would be no logical 
reason for the existence of the local holding com- 
pany and it would give way to a system of branches 
operated directly by the central bank of the group. 

Greater Latitude for Branch Organization 

“These conditions would seem to warrant a fur- 
ther amendment of section 5155 of the Revised 
Statutes of the United States as amended by the 
Act of February 25 , 1927 (U. S. Code, title 12, sec. 
36), known as the McFadden Act, to permit na- 
tional banks, with the approval of the Comptroller 
of the Currency, to establish branches within the 
trade areas of the cities in which such banks may be 
situated. These trade areas may in some cases be 
coextensive with federal reserve district lines; in 
other cases they may be of a more limited extent, 
but in my judgment they should not extend beyond 
federal reserve district boundaries, except to take 
care of a few exceptional cases where a trade area 
may extend from one federal reserve district into 
another, nor should a bank be permitted to estab- 
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lish a branch in another city in which there is a 
federal reserve bank or a branch thereof. 

Safety and Independence 

“Under such a system of branches there would 
gradually be extended to the agricultural commu- 
nities from the large city banks a safe and sound 
system of banking which would render remote the 
possibility of bank failures. There would, however, 
be no compulsion upon unit banks to enter a branch 
organization. The two systems of banking — ^unit 
banking and branch banldng — ^would no doubt op- 
erate side by side for an indefinite length of time; 
that IS to say, there would be in every rural section 
some umt banks well organized, competently man- 
aged and held in high esteem by the community, 
which would continue to operate advantageously. 

Protectioa to National System 

“These suggestions for branch banking are 
made not with the intention primarily to deal with 
the question of the decline m the number of na- 
tional banks through defection from the national to 
the state systems, but rather as a remedy for what 
appears to be a serious and fundamental weakness 
in our systems of banking both national and state. 
Such a grant of power to the national banks would, 
however, give them such an outstanding operating 
advantage that it would seem reasonable to expect 

[ 69 ] 



BANK CONCENTRATION IN THE UNITED STATES 

that the exodus of hanks from the national system 
would practically cease and that many now under 
state supervision would return to the national char- 
ter which they have forsaken.” 

‘'The Purposes of Their Creation” 

In his testimony before the House Banking and 
Currency Committee (February 25, 1930) Mr. 
Pole further stated that — “ our small independ- 
ent unit banks are no longer fulfilling the purposes 
of their creation and there is need for a better, 
sounder and stronger system.” 

Safety of Metropolitan Banins 

“There are great commercial centres in the vari- 
ous regions of the United States. In these commer- 
cial centres have been developed great metropoli- 
tan banks, among which there have been no failures 
during the period we have under discussion and 
no depositor in these banks has suffered a loss. 

The Worker 

“The laboring man and the small Wage-earner 
in these cities are receiving a stronger protection 
and a higher and better type of banking service 
than is possible for the farmers and small business 
men who must do business with country banks.” ® 

^New Yoih Ttmes^ Feb 1930 
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Decentralization 

He proposes an extension of the branch system. 
By permitting branch expansion in areas outside 
of New York there will be created strong banking 
units which will offset the excessive concentration 
of banking resources in New York City and will 
tend to modify rather than aggravate the danger 
of undue centralization. It will set up other strong 
centres in competition with New York. 

Moreover he sees in the reduced number of 
banking units an advantage which appeared to his 
predecessor, Mr. Dawes, as a grave defect. Mr. 
Pole argues that a smaller number of banks can 
be supervised more effectively than a larger num- 
ber. 

A Skillfully Prepared Case 

In due time we shall have Mr. Dawes make 
his reply to this point. In the meantime, let us 
admire the present Comptroller’s skillful adapta- 
tion of the evidence to the political exigencies of 
the case. He is testifying before a congressional 
committee which is meticulously apprehensive of 
monopolistic concentration. In the hands of Mr. 
Pole the branch banking movement while present- 
ing the superficial aspect of centralization is actu- 
ally precisely the opposite. It is merely a concentra- 
tion of the elements antagonistic to centralization. 
Nor does the Comptroller fail to inject a solicitous 
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reference to the wage-earner and laborer in the big 
city whose savings have been protected by the great 
banks. They have been the beneficiaries of a “higher 
and better type of banking service.” 

Winning the Farmer 

In a country where the agrarian party is as 
vociferous and powerful as in the United States 
changes of this type must be definitely related to 
agricultural progress in order to win political ac- 
ceptance. It is not surprising, therefore, to discover 
in one camp that the independent umt banker has 
been the refuge of the farmer in time of need, his 
forward propelling and sympathetic ally at all 
times, while in the other camp the limitations of 
unit banking are elaborated and the consequent dis- 
tress to both the farmer and the banker indicated. 

Branch banking, it is afiirmed, proves a great 
aid to agriculture no less than to sound banking. 
The bulk of the farmer’s income and expenditure is 
seasonal. He does most of his spending in the 
spring and most of his receiving in the fall. This 
is very disturbing to the business of the banker. He 
functions best when he can count, within narrow 
limits, on compensating streams of deposits and 
payments. It is well known that the banks of the 
country could not pay more than a minute fraction 
of their total liabilities if demand were made at the 
same time. Any material concert on the part of 
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the depositors either through fear or malice would 
catapult the average bank into the void of insol- 
vency. Its safety depends upon the law of averages. 
On no ordinary occasion are the demands for pay- 
ment greater than the receipts by an amount which 
cannot be met by the bank’s reserve. An equable 
flow in both directions is the foundation of stable 
banking. The peculiar nature of the farmer’s busi- 
ness makes it impossible for him to play the game 
according to the rules of tranquil banking. Take 
the case of a certain bank in a small town in the 
cotton district of a southern state. In the winter 
its deposits are $240,000 and loans $8,000. In the 
summer, deposits drop to $90,000 and loans rise to 
$190,000.^ Furthermore, there is a marked increase 
in currency requirements and fearful adverse clear- 
ing-house balances as the funds loaned are spent 
largely outside the community. For the small bank 
with hmited capital and inadequate correspondent 
support, this is a truly harrowing annual recur- 
rence. 

Making Life Easier for the Country Banker 

A branch system can take the summer tension 
out of this small banker’s life. Funds can be shift- 
ed from areas of redundance to areas of scarcity. 
Furthermore, the assets of a chain or branch group 
permit a diversification which is not open to the 

* American Bankers Assoctaition Journal, Oct, 19S9, p 18 

[73] 



BANK CONCENTKATION IN THE UNITED STATES 

small banker serving a community devoted to a 
single interest. The eggs are no longer in a 
single basket, a figure of speech which the farmer 
grasps with professional appreciation. We find, 
therefore, that branch banking removes a prema- 
ture cause of old age from the existence of the 
country banker, the depositor is safeguarded, the 
farmer is accommodated more effectively and every- 
body is happy. 

Keeping the Borrower at Home 

So much for the farmer. There are thousands 
of banks in country districts whose owners have no 
more capital invested in the business than the local 
garage owner. Since the amount which a bank can 
lend to a single borrower cannot exceed a definite 
percentage of the capital and surplus the power of 
accommodation of an institution with a capital of 
$25,000 IS distinctly limited. The local cattle dealer 
or storekeeper will often require more than ten per 
cent, of that amount. There is no alternative for 
him but to go elsewhere and the small banker loses 
attractive and safe business. P age the branch bank. 
It is the specific for this defect. The business man 
saves time and gasoline. His conscience is spared 
the uneasy knowledge that he has been compelled 
to place elsewhere business which his friend the 
local banker cannot accept. This wandering entre- 
preneur has also been preaching the doctrine of 
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home patronage to his clients. Branch banking, 
therefore, will add definitely to that sum of human 
contentment which is the advertised object of all 
enterprise. 

A Wider Vision 

The last point suggests another reputed advan- 
tage of the branch system. ‘The local captain of in- 
dustry often produces for a market that reaches far 
beyond the bounds of the little bailiwick which the 
local bank serves. If he has any disposition to local- 
mindedness he must discard it in the face of broader 
interests and a dependence upon conditions which 
prevail in other than the home provinces. This 
interdependence affects the local manufacturer both 
in the distribution of his products and the purchase 
of his materials. Such catholicity of interest does 
not hold for the small country banker. His sun 
rises and sets in the home area and he is less than 
likely to view the “alien” commitments of the entre- 
preneur with sympathy. He is unable to grasp the 
problems of this enterprising producer. This in- 
ability plus a straitened selfishness makes him dis- 
inclined to give that full measure of assistance which 
the entrepreneur could expect from the branch of 
a great bank. The interests of the latter traverse 
local lines. The executives which pass upon his 
application are men of greater capacity and broader 
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vision than the local banker. They are in a posi- 
tion not only to gi*ant the loan but to advise their 
client in his own decisions. 

Expert Service 

When the local merchant wishes to make a will, 
or establish a trust fund or invest his surplus capi- 
tal in securities he can go to the branch of the great 
bank with a confidence which cannot animate him 
when he talks to the local independent banker. 
Each service is handled by a trained expert of the 
highest cahbre. The connections and size of the 
large bank assure a degree of safety beyond the 
capacity of the small bank. Nor may we stop here 
with the gain to the client. The security of the 
bank itself is mvolved. The great bank can afford 
a statistical service and a type of investment intel- 
ligence which will go far to avoid the hazards of 
unwise commitments. The small independent 
banker, unless he is willing to commit his invest- 
ment program to a reputable bond-house, moves in 
the dark and is likely to make many costly errors 
of judgment. The writer recently examined the 
reported bond portfolios of a number of represen- 
tative banks which had placed themselves under 
the direction of an investment house. He was 
amazed to discover in a large number of cases bonds 
of which no record could be found. The banker, 
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depending upon his own free judgment, proves as 
susceptible to gold brick propaganda as the tradi- 
tional farmer. 

Importance of Careful Investment Management 

The growing importance of careful investment 
management in the security of the banking struc- 
ture is revealed by the relative growth of invest- 
ments m the portfolios of our banks during the 
period 1920-1929. 

Portion op Total Resources of National Banks 


Devoted to Bonds, 1920-1929 


Year 

Total resoiii ces 
(In Millions) 

Total 

Bonds and 
Securities 
(In Millions) 

Ratio of 
Bonds and 
Securities 
to Total 
Resources, 
Per Cent 

1909 

$9,574 

$1,662 

17.4 

1920 

23,411 

4,187 

18 0 

1921 

20,517 

4,025 

19 6 

1922 

20,705 

4,563 

22 0 

1923 

21,611 

5,070 

23 6 

1924 

22,565 

5,142 

22 8 

1925 

24,350 

5,730 

23 5 

1926 

26,315 

5,842 

23 1 

1927 

26,581 

6,393 

24 0 

1928 

28,508 

7,147 

25,1 

1929 

27,440 

6,657 

24 3 


During the course of the amalgamation move- 
ment in England it was invariably found necessary 
to revise radically the investments of absorbed 
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banks.® There appears to be ample room for im- 
provement along this line in our umt banks and it 
is assumed that an extension of branch banking will 
elfect precisely that. 

Lack of Uniformity in Unit Banking 

For years our currency and banking system 
suffered from a lack of uniformity which proved 
inequitable to individuals, groups and whole re- 
gions. The cry, therefore, has been for greater 
uniformity to relieve the victims of that unwitting 
discrimination which diverse banking imposed. This 
diversity applies to all the conditions which attend 
the business of banking. Interest rates vary from 
region to region and often the group least able to 
pay the highest rates must in fact do so. That 
applies merely to the apparent rates. If we calcu- 
late the rate by comparing actual and total cost to 
the amount of credit used we find the disparity be- 
tween different sections of the country still further 
emphasized. Practices involving collection and 
float, payment for service charges, minimum depos- 
its, relation of deposits to line of credit, bonuses, 
renewals, one and all they vary with the community 
and the character of the individual banker. Sweep 
this heterogeneous incubus of unit banking aside, 

“Sykes, Joseph, The AmmlgcmMion Movement %n English Bank-- 
%ng, p 195. 
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aver the champions of branch banking, and substi- 
tute reasonable and standardized practices. 

The Tyranny of the Unit Banker 

Furthermore, it is preposterous in this age of 
light that the fate of credit applicants throughout 
the length and breadth of the land should depend 
upon the capricious judgment of a single mind. In- 
dependent banking is autocratic banking. Lending 
policies emerge from the erratic idiosyncracies of 
the individual banker. In rare cases this banker 
may rise above his level and be free of those pre- 
possessions vt^hich corrode any act of free judgment. 
By and large the success of an application depends 
upon the psychic aberrations of a common man, the 
frail object of limited or biased impressions. Group 
and branch banking puts an end to arbitrary bank- 
ing. Where the manager of a bank in a group or 
a chain is personally responsible to distant superiors 
and detached stockholders and is guided by a 
wholly impersonal body of rules he must curb any 
tendency toward favoritism or discrimination. What 
a contrast he is to the president of the small local 
bank who holds most of the stock m his own pocket! 

In justice we insist upon the rule of law rather 
than that of men. Why not apply the same sound 
principle to banking? Is it not better to base credit 
accommodation upon a careful analysis of the bor- 
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rower’s statement than upon the enthusiasm of the 
president or other officers for some local boom? 

Ubiquity of Branch Service 

Finally, say the advocates of branch and group 
banking, it is possible to place a small branch of a 
great bank in a community which cannot afford an 
independent bank. Thus the humble citizen of 
Four Corners can have the same banking service 
and safety as his more favorably located cousin in 
the metropolis. 

Summary of the Case for Branch Banking 

We may summarize the arguments in favor of 
concentration and extended branch systems as fol- 
lows: 

The unit system of banking in agricultural sec- 
tions is neither safe for the depositors, profitable 
for the stockholders or adequate for the borrowers. 
The great banks assure sound diversification of 
loans and investments, greater mobility of funds, 
greater uniformity of charges and superior secur- 
ity and trust service for the client. With their 
branches they emancipate the local borrower from 
the tyranny of the unit banker. 
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CHAPTER V 

On Behalf of the Unit Bank 

The two trump cards played by the present 
Comptroller of the Currency m his plea for greater 
latitude for the development of branch banks are 
the lack of safety of the small unit banks in agricul- 
tural districts and the failure of these same banks 
to make reasonable profits. The latter indicates a 
further susceptibihty to the forces which have been 
causing bank failures and augurs a future as sombre 
as the past. That this is not an idle apprehension 
he demonstrates in his testimony before the Bank- 
ing and Currency Committee of the House on 
February 27, 1930. During the year 1930, in less 
than two months, 22 national and 109 state banks 
had already failed and the dark hst of expired insti- 
tutions for the period June 30, 1920, to February, 
1930, had mounted to 750 national banks and 4,900 
state banks. If the rate of failures indicated during 
the early part of 1930 continued, that year would 
be blackened with more than a thousand failures.^ 

Failures a Reflection of Regional Distress 

The defender of the unit bank replies to this 
charge. He must. It is serious. He sees in the 

^ Umted States Daily, February 28, 1930 
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excessive and disastrous toll a reflection of regional 
and occupational distress rather than a fundamental 
defect in the unit banking system. These failures 
have been concentrated in the Middle West and the 
South, both regions suffering from economic mala- 
dies which have thus far failed to yield to treatment. 
We may take the Comptroller’s list of states in 
which more than thirty per cent, of the banks have 
suspended during the period 1921-1929.® 


AREA OF GREATEST BANK FAILURES 


State 

Total number 
of banks 

June 30, 19;30 

Suspensions 

19^1-19^9 

Percentage of 
suspensions to 
total number 
of banks 

Arizona , , 

87 

^1 

310 

Idaho 


72 

32.4 

'Wly'oming 

100 

60 

37 5 

Georgia 

. 738 

319 

43.2 

Montana 

431 

903 

47.1 

North Dakota 

. 898 

429 

47 8 

South Carolina 

461 

227 

49 2 

New Mexico 

1^3 

662 

504 

South Dakota 

694 

394 

56 8 

Florida 

S6S 

190 

71.7 

Agricultural 

Resistance to Deflation 



It is well known that agriculture resists the pro- 
cess of deflation with a tenacity that is peculiar. 
That is due partly to the utter impossibility of sub- 
mitting it to a thorough purging process such as 
that sustained by other forms of enterprise and also 
to the fact that the farmer can hang on long after 
he has become insolvent according to every test of 

^Ib%d. 
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accounting income. In other fields of production 
and merchandising the failure to win an income 
sufficient to pay expenses promptly brings the re- 
ceiver and the sheriff’s hammer. The tragic debris 
of failure is swept aside. The principals are released 
from their burdens and contracts and from the 
tabula rasa of utter entrepreneurial extinction they 
can start anew under other auspices. The character 
of the farmer’s assets does not permit such sum- 
mary cauterization of infected regions. He chngs 
to his occupation and “plant” with the desperation 
of despair. In this course he is abetted by the pas- 
sive approval of his creditors who dare not demand 
the last pound of flesh for fear that it will spell 
their own doom. Of all the creditors none are in 
such a thoroughly painful devil-and-deep-sea-posi- 
tion as the banks. They dread the day when they 
must admit the chill verdict of insolvency. For 
many banks that day has come at some time or other 
during the dismal decade. It is the reckoning which 
agriculture is finally paying for its inflation during 
and after the war. Agriculture is the culprit, say 
the pleaders. The small unit bank is the helpless 
victim of occupational distress. 

Too Many Banks 

A second cause of susceptibility to failure has 
been the indiscreet indulgence of our state banking 
codes. In their desire to encourage the establish- 
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ment of state banks and the extension of banking 
facilities to small rural communities they have re- 
duced the capital requirements to a point incom- 
patible with safety. The states have exercised no 
restraint in the granting of charters. There has 
been no disposition to question the judgment of 
those who sought charters nor has there been any 
effort to determine the need of a community for the 
bank seeking to serve it. A little birth control of 
banks on the part of the states which now suffer 
most from bank failures might have had a whole- 
some effect on the rate of mortality.® 

Small Banks and Profits 

A large number of the unit bankers rise in vehe- 
ment protest against the charge of the Comptroller 
that they cannot make fair profits. They assert 
that profits are a reflection of able management and 
community prosperity. The possession or lack of 
branches as well as size have nothing to do with the 
rate of profits The statistical evidence on this 
point we shall consider in a later chapter. 

Great Banks Not Immune to Failure 

Suffice it to say here that the defender of the 
unit bank on the score of safety and profit can 
point to the history of banking spotted with the 
bleached bones of great banks which have fallen 

* See Report ot Economic Policy Commission, American Bcmkers 
Association Joninal^ 1937 
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by the wayside. He can recall the collapse of Bar- 
ing Brothers m 1890 which precipitated bank and 
industrial failures throughout the world. Included 
in the stricken areas was Australia which had a 
Mudely ramified branch banking system ^ The great 
branch systems of post-war Italy ® and more re- 
cently of Japan ® were not immune to the forces of 
industrial depression. Moreover, when these vast 
systems fell they affected so many related interests 
that the consequences were felt throughout the land. 
In our own country we may concede the gravity of 
widespread hank failures. Due to the fact that 
they are unit banks with limited interests the cor- 
relative isolation of effects is a definite advantage. 

Lack of Safety in Multiple Bankiiig Units 

In a chain or branch group the greater latitude 
of the management, the greater ease with which 
operations can be concealed and the relative impo- 
tence of government inspection are a constant 
temptation to unscrupulous or reckless direction. 
Furthermore, the present trend of concentration 
enhances the safety of such compromises with trust. 
The chain organization permits the isolation of fail- 
ures, The weakness of one district or bank need 
not affect the other banks in the chain. There is 

* Conant, Charles A , Histort^ of Modern Banks of Issue, p 544 

® Commission; of Gold and Silver Inquiry, U S Senate, Foreign 
Currency and Exchange Investigation, Vol I, pp 165-166 

•Department of Commerce Bulletin, No 653, The Big Five in 
Japanese Banking 
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ao community of responsibility save only such as 
the moral sensibilities of the owners impose. Each 
unit is a distinct corporate entity and if failure 
comes the i*eceiver can look no further than the 
assets of the submerged institution. On the other 
hand, if the bank is profitable its earnings are 
divided among the absentee owners. The latter, 
incidentally, have availed themselves of a further 
modification of the traditional liabilities of the 
stockholder. Through the holding company device 
they have effectively divested themselves of double 
liability without at the same time surrendering any 
of their own rights. 

Bank Changes and Speculation 

There is a strong feeling among the independ- 
ent bankers that the present hue and cry for greater 
statutory freedom in effecting concentration comes 
not from any desire to serve embarrassed communi- 
ties, to rescue independent banks floundering on 
the edge of bankruptcy or to provide greater safety 
to depositors but merely for the purpose of riding 
the crest of a speculative wave and fully exploiting 
for selfish advantage the confidence of the public 
in the reputed merits of consolidation. Certainly, 
say these men, only the profits of promotion can 
justify the inflated prices which are being paid for 
the stocks of independent banks whose inclusion in 
chains is sought. The cry for branch banking comes 
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not from business in the form of complaints that 
the existing hank organization is unable to meet 
adequately the needs of the commercial commimity. 
It comes, on the contrary, from the forces seeking 
concentration on the strange ground of self-preser- 
vation. 

The Unit Banker and His Community 

The strongest contention of the unit bankers is 
the identity of interest of the local bank and the 
community which it serves. If the principle of local 
government is sound in politics then it is sound also 
in finance. Undue concentration in the one leads 
to a time serving and incompetent bureaucracy, 
dominated by formal rules and utterly without that 
capacity for particular adjustment which is the 
secret of good government. Undue concentration 
in the field of finance is destined to give us a bank- 
ing system guided by distant and uninformed man- 
agement, administered locally by servants without 
vision whose subordination to rigid rules will kill 
the spirit of enterprise. Although the power and 
facilities of the small local bank are limited, they 
are often more than compensated by the measure 
of personal attention which the small banker can 
give. Such intimacy between the official of final 
responsibility in the local bank and the applicant 
permits appraisal on a character basis. Many meri- 
torious borrowers to whom loans can safely be made 
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are unable to present the precise statements neces- 
sary to secure credit under a vast branch system. 
The branch manager must park his judgment of 
the suppliant outside his office and refer to rule 
number 138, sub paragraph (d) in the manual for 
branch managers as modified by the circular letter 
of the supervisor of branches of the 15th of Febru- 
ary. 

Glorifymg the Balance Sheet 

The progress of a country depends upon the 
willingness of capital to take risks which may be 
of a speculative character. American capital, un- 
der competitive pressure, has always been wilhng 
to take these risks. The reputable entrepreneur, 
with a sound but speculative project, may appeal 
to twenty or thirty different institutions in a num- 
ber of different cities. Under the circumstances 
his bhances are fair of finding at least one bank ex- 
ecutive with the perception to appreciate the merit 
of his project. In England he has but five banks 
to which he can appeal. In America this applicant 
can deal with the bank executive of final responsi- 
bility. In England his appeal must be committed 
to paper in statement form and submitted to the 
absentee judgment of the home office committee. 
Result — ^the exaltation of the balance sheet and the 
subordination or total elimination of qualitative 
personal factors. 
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Importance in. Agricultural Communities 

This qualitative factor is of particular impor- 
tance in agricultural communities. The farmer is 
rarely in a position to keep accounts. His collat- 
eral IS not the type which the average banker cares 
to handle. Unless he can lend Farmer J ones $500 
merely on his knowledge of Jones and his confi- 
dence in the ability of the man to repay the loan, 
Jones will have to go without the loan or seek his 
credit indirectly through traders who can satisfy 
the requirements of the hank. We shall see later 
how the English and Canadian farmer reacts to the 
branch system. 

Some Views 

This point is aptly expressed by a business man 
who has replied to the Whaley-Eaton question- 
naire. 

“I doubt that the urbane young men who, un- 
der a branch banking system, will be shipped to 
outlying country branches for brief managership 
tenures, only to be recalled later to other branches 
or the home office, can ever successfully replace the 
present permanent country banker, even though 
their general training in economics and finance may 
be vastly better. And the economic development of 
the territories served will suffer as a consequence.” 

[ 89 ] 



BANK CONCENTRATION IN THE UNITED STATES 

From Londoij a merchant echoes this senti- 
ment: 

“The risk involved in having independent local 
banks is so small that it is negatived to atomic size 
by the advantages. Branch-banking, gi-adually, in 
a period of from ten to twenty years, produces a 
new class of bankers — elderly clerks of the mass 
production type. At least seven of these are now 
general managers of London Joint Stock Banks.” 

From our own West we get the view of a busi- 
ness man who has had experience with branch 
banking in Cahfornia : 

“As it works out m Cahfornia branch banks are 
run by clerks who make loans according to rules 
set out by the central office.” 

The Uait Baaker m the Community 

So far we have considered only the relation of 
the banker to his client. It is necessary to consider 
his position in the community in its broader aspects. 
The unit banker is usually one of the leading citi- 
zens in the town. Even though he occupies no 
public office his views are sought on all questions 
of civic importance. When funds for a new hos- 
pital are being raised like as not the local banker 
is found in the forefront of those who are leading 
the campaign. When the state legislature is deter- 
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mining the location of a new highway, we find the 
banker representing his community and pleading 
its interests. The local church, the seasonal philan- 
thropies, the local school, all make grateful ac- 
knowledgment to the local unit banker who cheer- 
fully contributes of his time, energy and wealth 
to promote their welfare. How can the subordi- 
nate official, the temporarily placed branch manager 
of a mighty financial house ever take his place* 
He may in mechanical fashion succeed as a respect- 
able and influential citizen. He is guided by sterile 
rules, under the impersonal direction of distant 
superiors. He will move with the local tide but 
he will never lead it. He cannot travel the second 
mile. 

Monopoly 

■Although our bankers and business men make 
little mention of it, we must consider another count 
against banking concentration which the hosts of 
politics will not neglect. Monopoly. Money trust. 
What toothsome political phrases. When one con- 
templates the invincible preposessions of the prov- 
inces against capital power, and how destitute our 
great political parties are of real issues, it is idle 
to suppose that this spectre will not be sunamoned 
in a thousand different shapes. It has all the quali- 
fications of a first-class political issue. Here, again, 
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we shall defer a more careful examination of this 
phase of our problem to a later chapter. 

Another Comptroller of the Currency 

Let us turn now to the former Comptroller of 
the Cm*rency, Mr. Heuiy ISI. Dawes: 

Unit Banking a Natural Response to American Conditions 

“The development of the American banking 
system has been an evolutionary process, and the 
preeminent strength which it possesses in world 
finance at the present time is in large measure due 
to the fact that it took its form in a gradual and 
orderly way, meeting, by practical adjustment, 
conditions as they developed. It is distinctly not 
an adaptation of any foreign system, nor is it a 
structure conceived and built by any individual or 
group of individuals at a given time involving the 
rigid enforcement of a ready-made theoretical plan. 
Under our system of banking the most stable and 
most rapid economic development that the world 
has ever seen has taken place. 

Previous Attempts to Impose Foreign. Banking 
Systems a Failure 

“From time to time efforts have been made 
to substitute for the old machinery a system which 
might seem to be theoretically and techmcally more 
perfect. The frontal attacks of the proponents of 
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foreign banking systems have invariably broken 
down without, in any substantial manner, perma- 
nently modifying or affecting the general princi- 
ples of American banking. The genius of the 
American people for independence in matters of 
local self-government is thoroughly ingrained and 
will never succumb in any clean-cut issue where 
the choice rests between centralized control and 
personal and community independence. . . . 

Is a New System Desirable? 

“If a new system and theory of banking is in 
progress, it should be determined whether or not 
it is a desirable system; and if a desirable system, it 
should he encouraged, fostered,' and put into effect 
as rapidly as possible. If it is not a desirable sys- 
tem, that fact should be developed and steps should 
be taken now to eradicate it before a condition has 
developed which would involve a great national 
disturbance and injustice to individuals and com- 
munities. 

Definition of a Branch System 

“The above observations apply to the general 
subject of branch banking. By branch banking is 
meant an association of banking houses operating 
in one or more cities or towns but all under the 
discretionary control of the board of directors of 
a parent bank and upon the capital of the parent 
bank. . . . 
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Some Questions 

“The discussion of branch banking seems natu- 
rally to divide itself into three main questions: 

“First. Is a reserve system, either governmen- 
tally or privately controlled, necessary? 

“Second. Can the present Federal Reserve Sys- 
tem survive the imposition upon it of large and 
powerful chains of branch banks which, in practice 
as well as in theory, are privately owned and pri- 
vately controlled reserve systems? 

“Third. Can a general system of branch banks 
exist simultaneously with a system of independent 
unit banks? 

Branch Banks Versus the Federal Reserve System 

“If it should be concluded, in the consideration 
of these questions, that the Federal Reserve System 
is necessary and that it can not survive the strain 
upon it of systems of branch banks, and that branch 
banks will mean the elimination of independent 
banks, it will then, I believe, be a logical and neces- 
sary conclusion that the issue is a clean-cut one as to 
whether the country prefers a system of privately 
owned branch banks or a reserve system under 
federal control" 

To repeat the Comptroller’s able defence of 
the Federal Reserve System would be an undue 
digression from this argument. We will content 
ourselves with a summary of his position on the 
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questions which he raises. He sees in the develop- 
ment of great banks with far-flung systems of 
branches a threat to the efiicacy and usefulness of 
the Federal Reserve System. In view of Mr. Pole’s 
assertion that concentration would facilitate the 
supervisory task of the state, we will quote the 
views of Mr. Dawes: 

Branch Systems and Bank Inspection 

“The examination of an institution with 
branches and subsidiaries is a very difficult one. 
The inter-departmental relationships vastly compli- 
cate it. It is more difficult to examine 10 institu- 
tions of a given size which are associated in a 
branch banking system than it would be to exam- 
ine 10 independent institutions, as all of the trans- 
actions between the different branches have to be 
investigated and eliminations and adjustments 
made to produce a composite picture and prevent 
the improper manipulation or shifting of assets. 
This can not be done satisfactorily without a simul- 
taneous examination of the parent bank and all of 
the branches. Bank examination involves very 
much more than a mere scrutiny of figures. Ques- 
tions of moral character, of local reputation, of 
valuations of securities, of conformity to laws and 
rulings — ^these and many other elements enter into 
a proper examination. In the case of the examina- 
tion of a large bank, with 75 or 100 branches, it 
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would be impossible to mobilize a force of examin- 
ers of the abihty to make an intelligent analysis 
of the situation in each individual community, even 
if it is to be assumed that the character of the banker 
is not a factor in the condition of the institution.” 

Branch Banking and Unit Banking Cannot 
Survive Together 

Mr. Dawes is unable to see how a unit banking 
system can survive a branch banking system. He 
draws upon the experience of other nations and 
comes to the conclusion that unlimited branch 
banking would sound the knell of all independent 
banking. In such an event he sees an irreparable 
loss to American life. It were paltry reward to an 
institution which has played a leading and causal 
role in the development of America. 

Uuit Bankmg and Character Loans 

“In a system of independent unit banks, the 
bank which best serves the community is the bank 
which is most certain to live the longest and be the 
most profitable to its stockholders. Since the type 
of man who starts a bank in a small community is 
essentially constructive, his natural associations and 
sympathies are with men of constructive type, and 
he extends the facilities of the bank most liberally 
to them. His loans take into account, as a first 
consideration, character and moral responsibility. 
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He is naturally inclined to encourage young, ag- 
gressive, and enterprising individuals who will, in 
the course of time, bring business to the institution 
as he succeeds, and will develop commercial and 
industrial enterprises and be a factor m the crea- 
tion of corporate and private undertakings, all of 
which will be feeders to the bank. As this type 
of individual is usually not the possessor of high- 
class collateral at the beginning of his career, the 
banker is dependent in a large measure upon char- 
acter, of which he can only be sure by personal con- 
tact and acquaintance. 

Unit Banking a Stimulus to Enterprise 

“The distinctive accomplishment of the bank- 
ing system of the United States is its contribution 
to enterprise and its stimulation of growth; its cri- 
terion is service. 

“It can well be said that the rapid economic 
development of America has been largely due to 
the policy of the pioneering unit banks which rec- 
ognized this principle of service. It is inconceivable 
that the representative of a non-resident board of 
directors should be granted the authority and the 
discretion to make a type of loan which is based on 
character, knowledge of local conditions, and ulti- 
mate benefits to be realized by the community and 
by the banks.” 
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A Deplorable Transformation 

Nor does he believe that this capacity for serv- 
ice can long survive the establishment of a branch 
banking system. 

“One of the monopolistic influences exerted bj'' 
the bi'anch banker is the ability to secure, by the 
payment of higher salaries, the transfer to other 
points of the efficient employees of the unit banks. 
A general procedure in the creation of branch 
banking systems in one of om* American states 
has been the absorption of local unit institutions. 
During the first few years the operations of these 
local umt institutions have, m many cases, been suc- 
cessful because the enterprising and pioneering tal- 
ent that created the bank is still retained in an 
official capacity, but men of this type will not long 
consent to hold positions which are, m their essence, 
merely advisory, and there is soon substituted there- 
for the type of employee Who must be bound by 
rigid instructions and is capable of interpreting 
them in only a mechanical way.” 

Sumimary 

• We may summarize the case for the unit bank 
as follows. The conclusion of the Comptroller that 
our present epidemic of bank failures is the result 
of the size of our banks and their independence is 
unwarranted. The banks wliich have failed have 
in a large measure been dragged down by regional 
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depi'ession. There is no relation between bank 
size and profits. Granted identical conditions of 
community prosperity the small bank can do just 
as well as the large* bank. In the capacity of the 
local banker to interpret the commumty which he 
serves, to suspend the inflexible rules of mechani- 
cal large scale banking and to encourage the spirit 
of enterprise the unit bank finds its strongest sup- 
port. Banking is a profession — not a business. On 
the negative side of the argument, we may point 
to the danger of monopoly in great concentration 
and the jeopardy to the usefulness and power of the 
Federal Reserve System. 

The Iffiues 

In presenting the briefs for the two opposing 
sides we have been careful to exclude extremist 
views. We have confined ourselves to those con- 
tentions which were plausible and defensible in the 
light of our knowledge of economics. 

The two parties have joined definitely on a 
number of issues which we will state in the form 
of questions. 

1. Is large scale banking safer than unit bank- 
ing? 

2. Is large scale banking more profitable than 
small scale banking? 

3. Which type of banking is best able to serve 
the community? 
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4. Will large scale banking emasculate the 
Federal Reserve System? 

5 . Will large scale banking destroy unit bank- 
ing and lead to monopoly? 

6. Will large scale banking help or harm the 
farmer? 

In the following chapters we shall try to an- 
swer these questions. 
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CHAPTER VI 
The Test oe Safety 

The most powerful single influence brought to 
bear upon Congress in its consideration of the 
banking problem is the legion of failures which 
has marked the period 1920-1930 as the dismal dec- 
ade in American banking. When one state (Flor- 
ida) shows a failure of almost three-quarters of 
its banks and ten states confess to a failure of more 
than thirty per cent,, the seriousness of the situation 
cannot be denied.^ The Comptroller of the Cur- 
rency has come vigorously to the defence of the 
depositor whom he sees as the neglected and inno- 
cent victim of our banking casualties. His zeal is 
commendable. 

It is possible, however, that the facts as he 
states them afford an exaggerated and erroneous 
impression. It is possible, also, that the implied 
cause of failure and the proposed remedy require 
modification for the sake of greater accuracy. 

Failures and the Responsibility 

In the 1929 report the public is startled by the 
statement that the bank failures of the past decade 

^ Umted States Body, February 38, 1930 
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have involved $1,500,000,000. This is coupled with 
the observation that the preponderant majority of 
the defunct banks were small.® 

This colossal burden, therefore, is laid at the 
door of the small bank and the summary remedy 
of extinction is recommended fbr the offending 
malefactor We are in danger here of embracing 
a grave misapprehension and doing an injustice to 
a form of bank organization which, be its faults 
what they may, has played an integral and stimu- 
lating role in American economic history. 

Bosses Exaggerated 

In the first place, the impression of losses to 
the depositors which the figures of the Comptroller 
suggest runs away with the facts. American de- 
positors have not lost a billion and a half dollars. 
Nor are they likely to lose a biUion and a half dol- 
lars. The figure represents the deposits of the 
hanks which have failed and takes no account of 
the payments which liquidation of the assets will 
provide. That such compensation to depositors is 
substantial is indicated by the record of previous 
receiverships. In the period 1865-1928 the Comp- 
troller’s office closed 782 receiverships. Of these 
banks 70 were restored to solvency and paid their 
creditors in full with no other loss than that of 
inconvenience. For the remainder the creditors 

^Annual Report of Comptroller of Currency, 1929, p, ^ 
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received 80.57 cents on the dollar.® If this ratio of 
losses is maintained for the state and national banks 
now in process of liquidation or reorganization, 
then the final net loss to our depositors on account 
of bank failures will not exceed ten per cent, of the 
crushing burden suggested above. While $150,- 
000,000 IS a substantial sum, it hardly entertains 
the same heroic remedies as a loss ten times as 
great. Furthermore, it is spread over a period of 
nine years. Its incidence is diffused throughout a 
vast territory and a goodly proportion of the de- 
positors who lose are also borrowers who have 
gained. 

Losses Wot Due to Size of Banks 

We have already adverted to the reply which 
the defenders of the unit bank have made to the 
Comptroller’s indictment. The vast number of 
bank failures is granted and deplored That they 
are for the most part small banks serving rural 
communities is also true. That they failed because 
they were small banks or because they served rural 
communities has been vigorously denied. Their 
champions urged the promiscuous granting of 
charters and inadequate capitalization as the real 
evil rather than size or the Arcadian character of 
the community served. There is great force in 
these contentions. 

•Z&irf, 1938, p. IS. 
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Deposit Guarantee Laws a Factor 

It is certain that the states which passed guar- 
antee deposit laws (eight in number)* attracted 
a host of fly-by-night promoters who seemed to 
have no difficulty in securing charters from state 
commissions. They basked in the benign rays of 
state assurance of safety to depositors. The cau- 
tion with Wliich the depositor in a small town usu- 
ally scrutinized the character of bank ownership and 
management was dulled by an illusion of impreg- 
nable strength. Deposits flowed forth and many 
incompetents or rascals (sometimes both) operating 
under the tenuous guise of bankers pastured in 
clover. These men have failed as bankers. Deposit 
guarantee funds have been exhausted and state in- 
surance of bank deposit safety has become a dis- 
credited expedient.® 


Indiscretiott of Comptroller’s Office 


Nor has the Comptroller’s office been entirely 
free of indiscreet indulgence of charter applicants. 
Dr. H. Parker Willis puts the case aptly: 

“Bank failures have been numerous and they 
have been largely due to the unwise grant of char- 
ters to improper groups of people, often under pol- 

* The following are the states which adopted guarantee laws with 
years of adoption: Oklahoma, 1907, Kansas, 1909; Nebraska, 1911j 
T^as, 1910 MKslsdppi, 1914, S. Dakota, 1915; N. Dakota, 1917; 
W/^hington, 1917. The last of these laws was repealed by Nebraska 
in February, 1930. 


Federal Bmerm Bulletin^ September, 19^5, pp. 636-668. 
Barrows Financial Weekly , January 6, 1930 
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itical influence. Mr. Pole himself, when he came 
into oflice, is authentically stated to have cut down 
the proportion of charters (as compared with ap- 
plications) that was granted by about 50 per cent., 
but he could not put out of existence the banks that 
had already been imwisely chartered by his prede- 
cessors, one of whom is now under indictment in 
the District of Columbia. These predecessors 
granted charters that never should have been be- 
stowed, and as a result we have a host of weak, 
unreliable banks that crowd one another out of 
existence by being too numerously organized in 
places where there is no support for the multifari- 
ous institutions that have been established there.” ® 

Examine Number of Banks 

That the progeny of our liberal state codes was 
excessive is revealed strikingly by the following 
facts. In 1920 the 11,000,000 people of the state 
of New York were served by 1056 banks, the 2,500,- 
000 people of Iowa by 1,763 banks while the state 
of North Dakota with 650,000 inhabitants was at- 
tended by 898 banks. The citizens of the Empire 
State were well served apparently with one bank 
for every 10,400 of their number. The lowans 
required one bank for every 1420 inhabitants. The 
Commonwealth of North Dakota could not fill its 
allotted place in the economic sun unless every 725 

® The Journal of Commerce^ February 1930. 
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North Dakotans had a bank. In other words, the 
human base which supported one bank in New York 
supported 7.3 banks in Iowa and 14.3 banks in 
North Dakota. That may have something to do 
with the longevity of our banks. The above figures 
fail to do the situation full justice. New York is 
the nchest state in the Union. Its industries arc 
diversified. It contains the commercial and finan- 
cial metropolis of the Western Hemisphere. One 
may safely conclude that any given number of 
inhabitants of the state are better able to support 
a bank than an equal number of the citizens of 
either Iowa or North Dakota. In view of all of 
which the bank failures of these three states for 
the period 1920-1929 are not surprising: North 
Dakota, 444; Iowa, 467; New York, 12.'^ 

Another Authority Defines the Cause of Failures 

The Economic Policy Commission of the 
American Bankers Association placed its finger 
unequivocally upon the excessive number of banks 
as “more responsible than any other factor for the 
banking disasters of the subsequent years.” ® It 
failed to discern in branch banking the specific 
against these failures. The remedy suggested had 
a much more direct and logical relation to the cause. 
If the failures are due to an excessive number of 

'^Annual Report of Comptroller of Cwrrency, 19^9, p '2 

* American Bankers Association Journal^ Novembcrj 19^7*, p, 305, 
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banks the apparent remedy is to reduce that num- 
ber. Sometliing may be accomplished by amalga- 
mations and the conversion of independent banks 
into branches but the principal objective of reform 
should be a reduction in the number of charters 
granted. A complementaiy and supporting provi- 
sion would be an increase in the capital require- 
ments of banks. 

Inadequate Capital as a Cause 

In a number of the states, e.g., Tennessee and 
Arizona, banking is conducted under the general 
corporation laws which means practically that there 
is no minimum capital requirement.® In the year 
1929 the state of Tennessee had eight banks with 
less than $10,000 capital. One of these banks had 
a capital of $5,000.^^® After such a bank purchases 
its minimum office eqmpment and pays the ex- 
penses of organization, how much margin of safety 
does the depositor have? 

Capital as a Safety Factor 

When engineers build bridges they provide a 
safety factor. They build the bridge to sustain all 
the weight which can ever be placed upon it multi- 
plied by two, three or four. The normal assets of 
a bank are equal to its normal liabilities. If no 

'^Rand McNally Bankers Directory ^ July, 1939, p 3344 
Ihid , Tennessee, et passim 
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losses are incurred the loans when repaid will meet 
all deposits. The capital in addition to providing 
the physical plant witliin which the bank operates 
should also be a safety factor. It is idle to expect 
a bank with a capital of $10,000 or even $25,000 to 
withstand the sti'ain of a general depression, of 
occupational distress or the collapse of local booms. 
Good management and ample business will of 
course mitigate such dangers but both conditions 
are the consequence of restricted bank charters. 

Size and Safety 

From the case against the unit bank it may be 
gathered that the small bank is particularly suscep- 
tible to failure and that the large institution, by no 
other virtue than its size, is, comparatively speak- 
ing, immune. Much is made of the extended field 
of interest of the great bank, the diversification of 
its commitments, the facility with which reserve 
funds may be mobilized at the point of danger and 
the genius of its management. This jiotion needs 
a bit of debunking. We are prone to forget. 

Unfortunately, the scintillating mental quali- 
ties which place in the hands of great bankers the 
baton of leadership are frequently coupled with 
speculative instincts which lead their institutions 
to the grave of bankruptcy as often as stupidity 
and peculation undermine the smaller bank. 
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Failures of Great Banks — Australia 

We have been regaled at length with the exem- 
plary record of the Canadian banks in the matter of 
failures. Let us glance at another colony of Great 
Britain in which branch banking and large scale 
banking had followed lines similar to those in Can- 
ada. When the year 1893 broke there were 21 
banks with hundreds of branches m Australia. 
When that year closed 14 of these banks with all 
their branches/^ including the largest, had failed. 
There was no inflation of the note issues and the 
commentators agree in attributing the crash to bad 
banking.^^ These banks showed discounts and ad- 
vances in excess of deposits which means that they 
had practically no secondary reserves of liquid se- 
curities. They had tied themselves up in mortgage 
advances which turned into frozen assets. They 
had speculated heavily in land. When a suspicious 
phalanx of depositors charged the banks and de- 
manded payment it could not be done. The banks 
of Australia, fortified with an elaborate branch 
organization, registered in a single year a mortality 
rate of 66 2/8 per cent. Our unit banks with all 
their shortcomings have never turned in such a 
performance. 

" Conant, Charles A., BMory of Modem Banks of Issue, p fi44. 

^IM., pp. 543-547. 


[ 109 ] 



BANK CONCENTEATION IN THE UNITED STATES 
American 

It is also necessary to recall that the panic of 
1907 was precipitated by the Knickerbocker 
Trust/® hardly to be classified as a little country 
bank from the great open spaces. An autopsy 
revealed that this great institution with its superb 
management had become involved in the promotion 
of copper securities. Apparently great bankers can 
sink their foundations into sand just as fatuously 
as the humbler members of the fratermty. More- 
over, when such a bank fails it undermines the con- 
fidence of every depositor m the land The effects 
are far-reaching and extremely distressing. The 
failures of our smaU banks have been annoying to 
say the least but altogether they can hardly be clas- 
sified as a major crisis. 

Italian 

At the end of the war the banking business of 
Italy was conducted practically by four great banks 
known as the “Big Four.” They had elaborate 
branch organizations and brilliant management.^ 
They could shift funds from places of redundance 
to areas of scarcity with a dispatch that would 
warm the heart of any present-day advocate of 
branch banking. Their assets showed a diversifi- 
cation which would put the average investment 

White, Horace, Mmiey awd BamMng^ $th edition, p. 411. 

Olson, J, C, Consohdated Position of Italian PoHwar Banking 
SfrurhtTe, Commerce Reports, February 1930, p 501 
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trust to shame. They served big business in that 
big way which is not open to our restricted unit 
banks. Then J ovq tossed his bolt from the unsus- 
pected blue. The Banca Italiana di Sconto failed 
at the end of 1921. The verdict was excessive spec- 
ulation m trade and industry.^’’’ At the same time 
another of the four horsemen of Italian banking 
found himself in such serious straits that the state 
had to bring succor. It created another bank for 
the sole purpose of discounting the “frozen” assets 
of these two stricken institutions. Two banks out 
of four make a batting average of .500 Can our 
much maligned little unit banks equal that scored 

Japan 

More recently (1927) we find the banking sys- 
tem of Japan m major difficulties. The Peers 
Bank, one of Japan’s largest and most reputable 
institutions, failed. It had consummated a number 
of amalgamations with units which could not be 
assimilated.^® The imprudent haste in matrimony 
created discord. The bank had also become in- 
volved in top-heavy commitments in steamship, 
utility and industrial projects. They did not fulfill 
the promise of their supporters. That sometimes 
happens even when the penetrating and lucid rays 

Commission of Gold and Silver Inquiry, U S Senate, Foreign 
Cunenoy and Emchange InveHigation, Vol I, pp 165-1^6 

Department of Commeice, Bulletin No 653, The Big Fwe in 
Japanese Banking j p 5 
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of that ineffable intelligence which presumably 
guides great banks is turned upon them. A num- 
ber of other leading banks in Japan found them- 
selves so embarrassed at this time that they would 
have closed their doors had not the state intervened 
with a moratorium.^’^ As in Italy the government 
established an independent bank to take over the 
assets of the failed banks and among other things 
found them cluttered with profitless branches. 

Exaltation of Superior Management 

The managements of the world’s great banks 
have proven fallible even as the management of 
the smaller banks. We do not contend for the par- 
ity of the two types. By and large it can be con- 
ceded quite readily that the larger banks can afford 
and in fact do have more skillful and more intelli- 
gent management than the small banks. In plead- 
ing for branch banks on the ground that superior 
management will relieve us of the perils of failure 
we are casting a halo about that management which, 
in the light of experience, it does not merit. Fail- 
ures may be reduced. When they occur the con- 
sequences will bear a gravity which does not attach 
to the failure of small banks. 

Joint Stock Laud Banks 

In our own country it is probable that no 
grosser examples of inept management and crimi- 

«im, p. 6, 
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nal misapplication can be found than in some of 
our joint stock land banks, none of which can be 
placed in the category of small country banks. The 
law requires a minimum capital of $250,000 for 
these banks. They possess the extraordinary privi- 
lege of raising funds through the sale of tax-exempt 
securities. They are under the supervision of the 
Federal Farm Loan Board.^® Three of them, in- 
cluding one of the largest, are in the hands of 
receivers.^® The bonds of a dozen of these banks 
are selling at a shocking discount. In these cases 
it is possible for us to raise the cover that usually 
conceals the inner tale of failure and examine the 
odious record of fraud, deception, speculation and 
peculation, the infamous manifestation of “supe- 
rior” hank management.®® 

Kansas City Joint Stock Land Bank 

We have had the vices of the small bank, par- 
ticularly on the score of management, ruhbed in 
so persistently that we must pause for a moment 
to examine one of the larger banks which has 
slipped. Our clinical case will he the Kansas City 
Joint Stock Land Bank. This institution had sold 
$44,000,000 of tax-exempt bonds,®^ “the instrumen- 

" The Federal Farm Loam Act, Treasury Department, Circular 
No. SO. 

Report of the federal Farm Loan Board, 1957, p 5. 

*®Due to detailed reports of receivers and attention devoted to 
these banlcs in annual reports of the Federal Farm Loan Board 

^Anrwml Report of the Federal Farm Loan Board, 1957, p 63. 
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talities of the government,” to approximately ten 
thousand investors scattered throughout every state 
of the Union, Canada, Mexico and a number of 
foreign countries.®^ The market to-day appraises 
these bonds at $46 which may he compared with 
the average return of approximately $90 which the 
depositor in insolvent national hanks realized over 
a period of years on a similar claim. At the time 
of failure (May 4, 1927) this bank had capital 
stock outstanding of $3,800,000. Presumably that 
represented capital paid in. The accounting sleuths 
of the receiver were never able to discover any of 
this capital. According to the confession of some 
of the borrowers they usually applied for ten per 
cent, more than they received, the said ten per cent, 
constituting a subscription to the capital stock of 
the bank.^** 

Like the Augean Stables 

The firm of expert accountants employed by 
the Federal Farm Loan Board to disclose the con- 
dition of this bank required eighteen months to 
make their first audit.^^ There were literally thou- 
sands of accounts so obscure as to defy the inquisi- 
tive processes of the examiner. The former head 
of this hank is a gentleman named Walter Cravens 
whom a criminal court has invited to become a 

Statement of General Counsel of Federal Farm Loan Board 

Statement of Chief Examiner of Federal Farm Loan Board. 

First Report made February gg, 1939 
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guest of the government for a period of nine years. 
Mr. Cravens in addition to being the president of 
the Kansas City Joint Stock Bank had the distinc- 
tion of occupying a similar position in four other 
companies whose activities interlocked in devious 
and obscure manner with those of the bank. The 
roster of the dii*ectorates of these associated com- 
panies was loaded with the various members of the 
Cravens family.^® 

Purifying the Balance Sheet 

One of the companies, known as the Farmers 
Fund, Inc., may he considered the balance sheet 
purifier of the bank. Ko bank likes to carry a 
heavy item representing forfeited real estate. That 
would be a reflection on the soundness of the orig- 
inal loans. Mr. Cravens appreciated the value of 
good appearance. Hence the organization of 
Farmers Fund, Inc. This company obligingly 
assumed title to all the real estate acquired in fore- 
closure and issued a straw mortgage to the bank 
for the full amount of the original loan whether the 
land was worth that much or not. This enabled 
the bank to present a remarkably clean statement. 

Developing Kansas 

Having the future of the great commonwealth 
of Kansas at heart the dynamic Mr. Cravens 

^“This account is based upon the published Report of H M 
Langworthy, Receiver of Kansas City Joint Stock Land Bank, 
February ^8, 1929 
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would never rest content within the straitened 
confines of a joint stock land hank. Magnificent 
aspirations stirred in his breast. He wished to 
develop the great power resources of the state. 
Immediately another corporate child, The Missouri 
Hydro-Electric Power Company, sprang full- 
grown from the mind of this financial Jupiter. Of 
course, some manipulation of the assets of the bank 
was necessary to accomplish this but for the facile 
genius of Cravens this was all in the day’s work. 

In Which a Land Mortgage Bank Borrows from an In- 
surance Company 

The receiver noted on the books of the bank an 
investment in a twelve-story ofiice building carried 
at more than $900,000. He found that a life 
insurance company held a mortgage of approxi- 
mately half this amount on the structure. It is 
something in the nature of an anomaly to find a 
financial institution engaged principally in the 
business of granting mortgage loans on real estate 
borrowing on its own property from an insurance 
company. Mr. Cravens and his associates, realiz- 
ing that the same thought might strike an examiner, 
considerately omitted to make any mention of this 
liability in the books of the bank. In accordance 
with this unique system of accounting there was 
not a trace of certain important assets which the 
bank was known to own. Baffled auditors con- 
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tended for months with obscurities, omissions and 
deliberate falsifications in the books of this bank. 
Through it all we find Mr. Cravens with the aid of 
complaisant satellites making contracts with him- 
self in his various capacities, the modest profits of 
which contributed to the sustenance of Mr. Cravens. 

An Odious Tale 

And that explains the price of Kansas City 
J oint Stock bonds. Here is a bank playing 
Twentieth Century versions of all the old frauds, 
no capital, false entries, vital omissions, contracts 
between the right and left hands of the same official 
— the moss-covered and sinister tale runs its course. 
Here is a great bank by eveiy test. Its operations 
covered several states. It had ample “capital.” 
The Federal government chartered and supervised 
it. Privileged access to the capital market of the 
country was granted and used to the extent of 
many millions. Neither honesty nor competence 
was found in the high seat of its management. 

Safety of the Canadian System 

It is very gratifying to the student of Ameri- 
can banking concentration to be able to look across 
the northern border and observe in a neighboring 
country the reflection of those future conditions 
which will prevail in this country should the present 
trend of banking continue. Conditions in the two 
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countries are sufficiently similar to permit a com- 
parison. The fact has emboldened the friends of 
concentration to point to the apparent safety of 
the Canadian system with convincing finality. The 
banks of Canada do not fail by the thousand. Cana- 
dian depositors do not suffer losses. Branch . 
organization and greater size are the answer. Let 
us look into this. 

The records reveal only one failure in the last 
fifteen years Before examining this phenomenon 
we might admit a little light on the reason for that 
single failure. Bankers rarely take the public into 
their confidence in such matters and the man in the 
street must usually rest content with the fact of 
failure. However, in the case of the Merchant’s 
Bank we find Sir Edmund Walker, president of 
the Canadian Bank of Commerce, on the stand 
before a Parliamentary Committee, catechised as 
to the cause of failure. He finally conceded with 
obvious reluctance that “It failed apparently 
through lending money to a stock exchange house 
upon securities that it should not at any time have 
lent a large sum of money on. . . .” 

We have indicated above that the superficial 
record of safety of the Canadian banking system 
may lead to false conclusions as to the relative 
safety of branch and unit systems. We have seen 

^Proceedings of Select Standing Committee on Banking and 
Commerce of the House of Commons, Canada, 39^3, pp. 539-533. 
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that other countries with branch systems have had 
their fair share of troubles and that the formula 
of organization which we are seeking to apply 
in our own country failed to reveal any magic 
qualities. 

Beceptive Nature of Canadian Record 

The Canadians had observed the tide of banking 
consolidation taking place in their own country 
with a measure of uneasiness which finally led to 
the inclusion of certain restrictions in the Bank 
Act of 1923 (sections 99 - 111 ). These called for 
the consent of the Governor-in-Council based upon 
the recommendations of the Minister of Finance 
and the Receiver General before a merger could 
take place. Since Canada has a representative 
government which reflects popular wishes and 
popular fears as effectively as our own it can be 
taken for granted that no mergers would be per- 
mitted unless such a step were considered the lesser 
of two evils and could be defended before a hostile 
parliament. Since the passage of this act there 
have been six mergers. It is singular that in every 
case the amalgamation was made necessary by the 
impending fadure of one of the banks.^’^ The 
motive, therefore, has been less a desire to realize 
the putative profits of monopoly or the economies 
of integration than the stark necessity of self- 

See House of Commons Debates ^ June 20, 1923, pp 4 j 135-4139, 
and Proceedings of Select Standing Comarnttee, 1923, of citj p 893 
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Comparative Safety of American and Canadian Banks 


United States 


Year 
ended 
June 30 

Nunaber 

Liabilities 
of failed 
banks 

(000 onaitted) 

1900 

41 

17,774 

01 

67 

19,865 

02 

47 

10,671 

03 

31 

7,394 

04! 

126 

37,268 

05 

74 

14,933 

06 

51 

14,672 

07 

38 

24,095 

08 

153 

226,452 

09 

75 

29,877 

10 

34 

29,751 

11 

59 

20,994 

12 

63 

16,572 

13 

45 

10,496 

14! 

117 

41,833 

15 

124 

40,633 

16 

54 

19,030 

17 

42 

16,682 

18 

27 

12,617 

19 

43 

10,107 

20 

49 

20,885 

21 

358 

113,425 

22 

397 

116,220 

23 

274 

84,626 

24! 

915 

297,931 

25 

642 

172,043 

26 

673 

186,935 

27 

831 

866,670 

28 

484 

158,689 
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Ratio of 

Total 

liabilities 

individual 

of failed banks 

deposits of 

to liabilities 

all banks 

ot dll banks 

(000 omitted) 

Per cent 

7,238,986 

0.246 

8,460,642 

0 235 

9,104,723 

0.117 

9,653,694 

0.077 

10,000,547 

0.373 

11,360,739 

0.132 

12,215,768 

0.120 

13,099,635 

0.184 

12,784,511 

1 771 

14,108,039 

0 212 

15,283,396 

0 195 

15,906,275 

0 132 

17,024,068 

0.097 

17,279,059 

0.061 

18,317,613 

0.228 

18,969,900 

0 214 

22,564,685 

0 084 

26,062,987 

0.064 

27,748,471 

0.046 

32,665,286 

0 031 

37,315,123 

0.056 

34,844,672 

0.326 

37,194,318 

0.312 

40,034,195 

0211 

42,964,121 

0.694 

46,766,942 

0.368 

48,882,296 

0 382 

61,062,100 

0.718 

58,244,700 

0.298 
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Canada 


Year 

Number 

Liabilities 
af failed 
banks ^ 

1900 

0 


01 

0 


02 

0 


03 

0 


04 

0 


05 

1 

388,660 

06 

1 

15,272,271 

07 

0 


08 

3 

17,907,819 

09 

0 


10 

2 

2,546,871 

11 

0 


12 

0 


13 

0 


14 

1 

912,137 

15 

0 


16 

0 


17 

0 


18 

0 


19 

0 


20 

0 


21 

0 


22 

0 


23 

1 

24,889,049 

24 

0 


25 

0 


26 

0 


27 

0 


28 

0 


« Canada Yea/r Book, 1937-28, 


, p 866. 



Ratio of liabilities 
Liabilities of failed bank 
to public of to liabilities 

all banks m of all banks 

Canada ^ Per cent. 

B56,394ifi95 

420,003,743 

466,963,829 

507,527,550 

554,014,076 

618,678,633 0.063 

713,790,553 2.140 

769,026,924 

762,077,184 2.350 

882,598,547 

1,019,177,601 0.250 

1,097,661,393 

1,240,124,354 

1,287,372,534 

1,309,944,006 0.070 

1,353,629,123 

1,596,905,337 

1,866,228,236 

2,184,359,820 

2,495,582,568 

2,784,068,698 

2,556,454,190 

2,364,822,657 

2,374,308,376 1.048 

2,438,771,001 

2,532,832,064 

2,604,601,786 

2,758,324,713 

878 
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preservation. At the end of 1922 Canada had 18 
banks. Today she has eleven.®® That indicates a 
casualty list of 7 banks. This represents a mortal- 
ity rate of 39 per cent. Whereupon we may con- 
template the frailties of unit banking with less 
embarrassment and greater composure. 

Sugar Coated Suicide 

A careful student of Canadian banking inti- 
mates that rivalry of the great banks not only 
created competitive conditions which forced the 
weaker banks to lean on the stronger for support 
but also created a favorable market in which the 
banks facing failure could sell their assets to 
advantage. The personal ambitions of the leaders 
sti’iving for greater units under their control made 
the prospect of ruin for the weaker banks not alto- 
gether unattractive. This may have contributed a 
certain complaisance in the face of extinction to 
those banks whom competitive circumstances forced 
to walk the plank. 

Mutual Responsibility 

So close is the fraternity of interest in a limited 
group of banks that it is practically necessary for 
the stronger banks to take over those which are in 

Including the Canadian affiliate of Barclays Withotit this 
there are only the chartered hanks which increases the casualty list 
to 8 

^^Wlillis and Beckhartj For&ign Banking System^) p 341 
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danger of failing If one bank should fail with 
resulting losses to depositors it would so undermine 
that foundation of public confidence in which alone 
banlcs can thrive that it would jeopardize the ex- 
istence of the remaining banks. In our own country- 
in 1907 the Trust Company of America was not 
permitted to close its doors. Although technically 
insolvent it was aided by stronger banks, the de- 
positors were protected and the confidence of the 
public in the banks of the community was main- 
tained insofar as it was possible to maintain it in 
those dark days.®^ The banks of Canada realize 
their own self-interest no less thoroughly than 
American institutions. One Finance Minister went 
so far as to say that even without the sanction of 
law he could compel operating and solvent banks 
to take over the assets and liabilities of a bank on 
the brink of failure.®® 

On Beautiful Analyses 

The evidence so far may justify the conclusion 
that it is an error to entertain any illusions of in- 
fallibility of large scale banking. Turn now to the 
small bank. Is it true as the Comptroller would 
have us believe that small unit banking is as un- 
safe as large scale banking was presumed to be safe? 
AH the arguments which were employed to estab- 

Wlhite, Horace, and Banking, Fifth edition, p 411 

Thomas White, Boyal GoTmnmion to Inquire into the Beport 
upon A^'ffai^s of the Home Bank of Canada, p 359 
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lish the safety of the latter may now he turned 
against the small bank. It has limited strength. 
Its vision is straitened. Its management is medi- 
ocre. Its eggs are all in one basket. It must pass 
through the chills and fevers of scarce and re- 
dundant local credit supply. On the surface and 
in the face of this analysis the small bank gives 
excellent promise of an early grave. However, it 
IS known that some of the most beautiful analyses 
have been blighted by exposure to relentless facts. 
Let us try that test. 

Classifyiiig the Banks — Big Banks 

The author has established four distinct groups 
of banks. The first group consists of banks in New 
York, Los Angeles and San Francico, 35 in num- 
ber. Los Angeles and San Francisco have been 
selected rather than Chicago and Philadelphia 
partly because the State of California has for some 
time viewed bank concentration and the branch 
organization with tolerance and also because the 
classification of earnings and expenses of banks 
reported by the Comptroller favored the inclusion 
of the two western cities. These 35 banks have an 
average capital and surplus of $24,162,000. Eleven 
of the 85 have an average capital and surplus in 
excess of $75,000,000 and hold more than 92 per 
cent, of the capital funds of the group The con- 
clusions which may be drawn from this group may 
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be regarded therefore as trrdy representative of the 
great bank. 

Medium Size Banks 

The second group consists of 113 medium size 
city banks with an average capital and surplus of 
$2,535,000. These banks are approximately one- 
thirtieth the size of the mammoth institutions in 
the first group. The cities in which these banks 
operate are located in all parts of the United 
States. The conclusions may be regarded as rep- 
resentative of this type of substantial independent 
urban bank. 

Small Country Banks 

The third group consists of 1340 small country 
banks with average capital and surplus of $267,900 
located in eleven different states representing every 
section of the country. The capital funds of this 
host of small banks are not equal to the capital 
funds of two of our banks in the first group, the 
National City Bank and the Chase National Bank 
of the City of New York. Although this third 
group was selected from states in which bank 
failures have been comparatively low during the 
last nine years, they nevertheless include all the 
country banks from such states as Virginia, 
Alabama, Kentucky, Nevada and California. 
They constitute our typical small country banks 
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selected from regions which have not been over- 
whelmed by agricultural depression. 

Small Country Banks in Distress Areas 

Our fourth group contains 2309 country banks 
with average capital and surplus of $107,000 lo- 
cated in 12 states which have borne the brunt of 
regional distress during the past nine years. 

Source of Data 

These banks are all national banks and the data 
from which the ratios have been calculated are 
taken from the annual reports of the Comptroller 
of the Currency. We have established twelve more 
or less significant ratios of various income and 
expense items for these banks by cities, states and 
groups and for each of the nine years in the period 
1921-1929. In the present chapter we shall confine 
ourselves to the ratio of net losses to gross earnings. 
Since the issue lies between the safety of large scale 
branch banking and small scale unit banking what 
has been the experience of the banks m the first 
group as compared to the banks in the third group ? 

The Verdict 

The chart indicates the statistical verdict in 
graphic form. It will be seen that the big banks 
have suffered losses above the normal in four of 
the nine years as compared to three years of super- 
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normal lasses for the small country banks. 
Furthermore, the great banks were smitten much 
more seriously by the post-war depression than 
the small banks. In 1922, for example, the net 
losses of the latter equalled 8.4 per cent, of gross 
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earnings as compared to 19.5 per cent, for the 
titanic city institutions. In that year the national 
banks of San Francisco showed losses equal to 28 
per cent, of gross earnings which was exceeded 
only by the country banks of Nevada in 1923 and 
the country banks of Montana in 1924. Although 
the banks of Los Angeles have an excellent record 
of losses for this period, with an average of only 
7.6 per cent., it is not quite as good as that which 
the country banks of Kentucky can show with 7.1 
per cent. 

Halance Sheet Records 

It will be of some value in this connection to 
examine the balance sheets of great and small 
banks. The evidence while not as conclusive as 
that of actually recorded losses nevertheless reveals 
inherent probabilities. This procedure has the 
additional advantage of permitting us to include 
in the comparison English and Canadian banks. 

Capital Safeguards 

One of the greatest safeguards of the depositor 
is the capital which the proprietors of the bank 
invest in the business. It is their hostage to 
prudence and is to the depositor what a safety 
factor is to a physical structure. It serves to care 
for excessive strains which it is known will occur 
but which cannot be forecasted with even approxi- 
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mate precision. It may be said of the banking 
business that other things being equal that bank is 
the safest which has the greatest ratio of capital 
funds to deposits, or, the lowest ratio of deposits 

RATIO OF TOTAE DEPOSITS TO CAPIT\I. 

AND SURlPLUiS 

GREAT BRITAIN 
CANADA 
UNITED STATES 
CROUP I 
GROUP TL 
GROUP M 
GROUP JZ 

CHxVRT III 


Great Biitain — ^“Big Five” 13 qe to 1 

Canada — Ten Chartered Banks 9 68 to 1 

United States — ^National Banks 5 98 to 1 

Group I— Big Banks . 4 50 to 1 

Group II — Medium Size Banks 6 66 to 1 

Group III — Small Country Banks 6 65 to 1 


Group IV~SmaIl Country Banks in Distress Areas 7 2S to 1 

to capital funds. It will be noticed (see Balance 
Sheet charts and tables) that the banks of New 
York City are at the bottom of the list with a 
ratio of total deposits to capital and surplus of 
3.64 to 1. The branch systems of California are 
well above the average for the country as a whole. 
That may be interpreted either as economy of capi- 
tal or sacrifice of safety. In fact the small country 
banks in distress areas where most of our bank 
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failures have taken place show the smallest margin 
of protection to the depositor among the American 
banks. The positions of the Canadian chartered 
banks and the “Big Five” of England present an 
unfavorable contrast. The British banks show 
approximately one dollar of capital funds to 

RATIO OP TOTAL DEPOSITS TO CASH AND RESERVES 

CREAT 6R1TAIW 

CANADA 

UNITED STATES 
GROUP t 
GROUP X 
CROUP x: 
group XC 

RATIO 

CHART IV 


Great Britain— -“Big Five” . T T4 to 1 

Canada — ^Ten Chartered Banks 9 St to 1 

United States — ^National Banks 11 44 to 1 

Group I— Big Banks 9 79 to 1 

Group II — Medium Size Banks 10 74 to 1 

Group III — Small Country Banks . 13 88 to 1 


Group IV — Small Country Banks m Distress Areas 11 58 to 1 

fourteen dollars of depositor’s funds. The Cana- 
dian banks have a safety factor slightly exceeding 
ten per cent. 

Cash and Reserves an Assurance of Liquidity 

Cash and reserves constitute an assurance of 
liquidity rather than safety although liquidity is in 
itself a phase of safety. The branch systems of 
England and Canada make an excellent showing 
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in their cash position although the greater use of 
currency in these two countries on the one hand 
and the supporting position of the reserve banks in 
this country on the other make a comparison rather 
difficult. The figures do indicate that within the 
United States the small banks enjoy a distinct 
advantage as compared to the big banks m the 
amount of non-earning liquid reserves which thej' 
find necessary. The ratio is possibly of greater 
significance in a comparison of the economies of 
the two types of banking than in their relative 
safety. For we may say that other things being 
equal that bank which can operate with the least 
cash and reserves will show the greatest earnings. 

Dissipation of Safety on Premises 

In the matter of bank premises we again are 
dealing with a fact fully as important in the field 
of bank economy as in the field of bank safety. 
It bears upon the former in that capital invested 
in plant is non-productive in the income sheet 
sense. It is a non-earning asset. It bears upon 
safety in that the capital so invested reduces by 
that much the funds which are intended to safe- 
guard deposits. Here we find the great branch 
systems serving a wide area and the small country 
banks suffering by comparison with the banks of 
New York City. The latter employ but 8 per 
cent, of their capital and surplus for bank premises. 
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The banks of Los Angeles have sunk 36 per cent, 
of their capital funds in buildings and San Fran- 
cisco 28 per cent. The returns from the latter two 
cities are dominated by state wide branch systems. 
An examination of the detailed returns shows 


PERCENTAGE BANK PREMISES OF CAPITAL 
AND SURPLUS 


GREAT BRITAIN 
CANADA 

UNtTEO STATES 
GROUP I 
GROUP 2C 
GROUP at 
GROUP m 



CHART V 


Great Britain— “Big Five” ^8 per cent 

Canada — ^Ten Chartered Banks * 26 

United States — ^National Banks 23 “ “ 

Group I— Big Banks . 13 “ “ 

Group II — ^Medium Size Banks » 26 “ “ 

Group III — Small Coimtry Banks , 30 “ “ 


Group IV — Small Country Banks in Distress Areas 29 “ “ 


marked variations within each group which de- 
prives generalizations of the significance wliich they 
might otherwise have. Outside of New York City 
the great banks do not appear to have any advan- 
tage over the small banks in this matter. 

Earning Assets Versus Liabilities 

Where a hank has inadequate funds it is neces- 
sary to devote a part of the deposits to the mainte- 
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nance of non-earning assets such as reserves, cash 
and premises. The relationship of total loans and 
discounts plus investments is liighly significant. In 
the British hanks we find that only 86 per cent, of 
their clients’ funds are on the job earning income. 

PERCENTAGE LOANS AND DISCOUNTS OF TOTAL 
DEPOSITS 


GREAT BRITAIN 
CANADA 
UNITED STATES 
GROUP I 
GROUP 30C 
GROUP HL 
GROUP TZ 



OHAKT VI 

Great Britain — Five” T4 per cent. 

Canada — ^Ten Chartered Banks 83 

United States — ^National Banks 78 

Group I — Big Banks . 86 

Group II— Medium Size Banks 83 

Group III — Small Country Banks 75 

Group IV— Small Country Banks m Distress Areas 67 


In other words if these banks should sell all their 
securities and call in all their loans they could pay 
only 86 cents on the dollar to their depositors.®^ 
This is hardly a healthy condition and appears less 
so by comparison. With the Canadian banks the 
total of earning assets rises to 100 per cent. The 

^^This does not take into account cash and reserves In the 
case of the English banks this would just enable them to meet 
their deposit claims 
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evidences of indebtedness held by the New York 
banks are equal to 122 per cent, of the amo un t due 
to other banks, the government and the public. 
We may say of these banks that they have matched 
their obligations to others by an equal amount due 
to them, have provided a safety factor of 22 per 


PERCENTAGE INVESTMENTS OP TOTAiL DEPOSITS 


GREAT BRITAIN 
^CANADA 

uNrreo states 

GROUP I 
GROUP 3C 
GROUP M 
GROUP IZ 



j 


40 


CHART VII 

Great Britain — Five” IS per cent 

Canada — Ten Chartered Banks 17 “ 

United States — National Banks 34 “ ” 

Groups I — ^Big Banks . 31 “ 

Group II — ^Medium Size Banks 35 “ “ 

Group III — Small Country Banks , 35 “ “ 


Group IV — Small Country Banks m Distress Areas 34 


cent, and on top of that o^vn their premises. In 
the first three American groups there is a comfort- 
able margin between the sum of loans, discounts 
and investments on the one hand and total deposits 
on the other. 

A Doubtful Remedy 

The picture of thousands of small banks which 
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have failed, and the prospect of other thousands 
yet to fad, has been invoked to justify the extension 
of branch banking. The present Comptroller 
speaks on behalf of the depositor. It must be clear, 
however, that no change in bank structure can 
possibly help the clients of banks which have al- 
ready failed. Their losses must be considered as 
so much spilt milk. The protective character of 
large scale banldng must therefore find justifica- 
tion in the assurance which it can give to the de- 
positors of unit banks of dubious strength which 
are still in the field. How can greater statutory 
latitude in the matter of branch organization pro- 
tect deposits now in peril? Only if our great banks, 
which presumably will take immediate advantage 
of their new privilege, undertake to incorporate the 
weak institutions in their systems. This becomes 
plausible if we postulate philanthropy as the 
principal objective of the banking business. If such 
a premise is untenable and we accept the more 
probable premise of maximum private profit, then 
we must look in vain for any greater protection in 
the near future to those thousands of depositors 
whose accounts now stand in peril. Weak unit 
banks are the very last which a great multiple bank 
alive to profit prospects will acquire. Only through 
the incorporation of such frail units will our bank- 
ing structure as a whole gain in safety. 
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Selective Admission to Groups and Cliains 

It has been a common experience among the 
bankers promoting chains and greater branch 
systems that many banks apply for admission and 
that few are chosen. These men very naturally 
are careful not to acqmre any units which may 
embarrass the group. The fact of discriminating 
selection is adduced by the champions of group 
banking as an argument in their favor. Trevor O- 
Hammond, vice-president of the National Bank 
of Montana, spokesman for group banking in the 
Northwest states, says ‘T do know that only banks 
of the highest standing and of a known and long 
record for integrity, success and earning power, 
have been invited to affiliate in this new move- 
ment.®^ 

Two Stages of Concentration Movement 

We have here a distinct contrast with the Can- 
adian practice and that in other countries where 
recent amalgamations have taken place in a group 
whose members were already the fruit of a long 
prior amalgamation process. Our strong banks 
have no responsibility for their weaker brethren. 
The concentration movement is stiU in that stage 
where the centripetal elements may move of their 
own accord. Strong banks are joining strong 
banks. The weak banks are left out in the cold. 

American Bankers Association Journal, October, 1929, p 28 
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How this process can afford added protection to 
the depositors of the latter is not clear. 

Conclusion — Size Not the Formula of Safety 

Our conclusion then on the mooted question of 
safety is this. Even as it has not been established 
that great banks are impregnable towers of 
strength to which the depositor may commit his 
savings with complete assurance, even so, has it 
not been established that small banks are frail reeds 
which the wary depositor should avoid. In both 
cases must he take note of the individual bank, the 
great no less than the humble. The simple formula 
of size is a treacherous substitute for discretion. 
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Peofits 

The legislator looks at concentration through 
eyes that measure the general welfai’e implications 
of the movement. He is the elected and paid de- 
fender of the public interest and the test he applies 
to any problem demanding attention differs radi- 
cally from the test which an observer with a pro- 
prietary interest would apply. The former empha- 
sizes public welfare, the latter private profit. At 
times the two are diametrically opposed. This, 
fortunately, does not appear to be the case with the 
changes which are now taking place in American 
banking. 

Banking concentration presents many attrac- 
tions of an abstract character to the investor, attrac- 
tions which bear excellent promise of subsequent 
conversion into the more material substance of in- 
come. To illustrate this a few preliminary, ele- 
mentary observations are necessary. 

Sale of Credit Chief Source of Bank Income 

The commercial bank earns an income by the 
sale of its 'highly liquid, non-interest-bearing credit 
for the less liquid interest-bearing credit of the 
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customer. In other words, the bank accepts the 
client’s note for $100 with interest and gives him 
the right to demand payment of a similar amount 
without interest. Now, if it were invariably the 
case that the client withdrew the proceeds of his 
loan in hard cash at once the business of banking 
would hardly be profitable. In that case the credit 
power of the bank would coincide with the actual 
cash in its possession. Thus the bank would have 
no advantage whatsoever over any private citizen. 
It would be selling no credit at all but merely lend- 
ing money. The profits of banking arise from the 
ability of the bank to lend, in a sense, something 
which it does not have. If a bank with $1,000 of 
real cash lends $10,000 to its chents it is obviously 
selling what it does not possess in the concrete. 
Should these clients all demand payment at the 
same time or if any substantial portion of them 
should demand payment at the same time, the bank 
would have to confess an inability to respond. 
Every bank faces this hazard and its appearance 
invariably spells insolvency unless the bank can 
secure reinforcements. 

Ratio of Credit to Cash 

It will be seen that the greater the ratio of credit 
outstanding to cash and the less frequently the 
clients demand payment the greater the profit of 
the bank, assuming equal good fortune in the 
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appraisal of credit nsks. Every bank, therefore, 
seeks to conduct its business in such a fashion that 
the right to demand immediate payment, sold to 
its clients, will in fact not be exercised. Our early 
pre-Civil War banks issued circulating notes which 
were merely negotiable deposit slips payable on 
demand. They correspond to the checks in use to- 
day. These primitive bankers were very direct in 
their efforts to prevent the presentation of the 
obligations which they had sold. The notes were 
issued in distant commumties and every obstacle 
placed in the path of redemption. Such efforts 
cannot very well be tolerated today. Yet the 
banker of today strives constantly to achieve the 
same end through means which in some cases do 
not restrict the rights of the depositor at all and 
in other cases only mildly as compared to the 
methods of his professional progenitors. 

Devices to Protect Cash 

When the banker insists upon the maintenance 
of a minimum deposit which bears a definite rela- 
tion to the amount of a loan he is merely assuring 
himself against the exercise of those rights of the 
depositor which will impair his profit. When the 
banker seeks to encourage local enterprise and 
when he assumes those many related functions 
which constitute integrated banking he is merely 
striving to effect in a more refined and less in- 
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equitable fashion those same ends which motivated 
his predecessors. 

As Applied to Local Projects 

Consider the encouragement of local enterprise 
through local banking policy, A builder comes to 
the banker with a proposal to develop Lovely 
Gardens. Provided it is sound the financing of 
this project will be much more attractive to the 
banker than the purchase of an equivalent amount 
of commercial paper in the Big City. If he elects 
the latter course he knows that he will shortly have 
to furnish cai^h equal to the investment. If he 
embraces the former opportunity the course of 
credit realization is entirely different. The pro- 
ceeds of the loans to the builder are left on deposit. 
As they are reduced to pay the local masons, 
carpenters, plumbers and hardware and material 
dealers a substantial part of the checks find their 
way back into the bank with the net result that 
the banker merely transfers the right to demand 
payment from the builder to other clients. He thus 
successfully reduces the inroads upon his cash. He 
loses only that portion of the loan which leaves the 
community for matenal or services produced else- 
where. 

Tli« Balance of Paysments 

As these outside checks return to him for pay- 
ment he must meet the demand from one of two 
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sources. He, the local banker, is also the recipient 
of checks drawn on other banks which in the course 
of the business day are presented to him by his own 
clients. These checks on other banks are an offset 
to his own checks which find their way into other 
communities. If the two balance he is just as well 
off as though all the checks had been exchanged 
among his own clients. This happy event is only 
partly realized. When he reckons his daily totals 
of clearances there is usually a balance either for 
or against him. The settlement takes place in the 
clearing house. Now his cash reserves come into 
play. If the balance is against him he must pay 
out cash. If it is in his favor his cash gains. Often 
the movements in one direction or another are such 
as to compel recourse to other expedients. A per- 
sistent drain of deposits and its consequent unfavor- 
able clearing balances compels him to resort to his 
correspondent bank or to his Federal Reserve Bank. 
An undue accession of deposits causes him to seek 
some other use for the excess than can be discovered 
in his own community. While the local banker may 
guide his lending policies with a view to minimizing 
these fiuctuations his power in this respect is 
limited. His depositors and borrowers are not 
altogether identical nor can he always discern the 
purposes for which a borrower will employ his 
crecfit. Fluctuating cash balances, therefore, re- 
main a problem. 
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Reducing the Strain on Reserves 

Here consolidation and branch expansion step 
in to help the banker. Through both methods the 
greater bank places itself in a position to catch a 
larger portion of the backflow of expenditures. 
By providing banking facilities for an increasing 
part of the community it reduces the proportion 
of its credit drafts which first find their way into 
other banks. In the second place, the service of 
a wider area brings compensatory movements which 
the small unit bank does not have. Where the large 
bank serves a number of communities the outward 
flow in one may be met by an inward flow m an- 
other. The amount of clearings necessary for a 
system of ten banks is far less than the clearings 
of a similar number of independent banks. This 
is merely another illustration of the principle of 
diversification in wihich the credit drains of one 
bank or group of banks in a system are counter- 
balanced by the gains of another group. 

Decreases Necessary Capital and Reserves 

Such an arrangement not only decreases the 
occasions on which it is necessary for the system to 
resort to its cash reserves but reduces the extent to 
which inroads must be made. As a result we have 
a definite economy in large scale banking which 
finds reflection in two significant bank items. There 
is a reduction in the capital necessary for safe bank- 
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ing in relation to a given amount of liabilities and 
a similar reduction in the reserves required to assure 
payment of demands. From the standpoint of bank 
profits both economies are important. It can be 
stated as a rule of banking that other things being 
equal the greater the ratio of deposit liabilities to 
bank capital the greater the profits of the bank. 
Since cash reserves are idle bank merchandise which 
brings no return, it is obvious that a reduction in 
the amount necessary sihould increase bank profits. 

Why Bank Credit Remains at Home 

The relative growth of bank clearings and bank 
debits in this country during the past ten years 
shows very clearly the effect of concentration on 
the interbank flow of credit. 



Bank Cleanngs ^ 

Debits to Individual 
Accounts 


179 Cities 

341 Cities 


Millions 

Millions 

1919 

387,854 

455,294 

1920 

460,422 

483,026 

1921 

374,227 

399,036 

1922 

379,211 

439,364 

1923 

408,334 

463,726 

1924 

434,501 

491,691 

1925 

495,785 

570,064 

1926 

525,140 

607,956 

1927 

535,792 

673,861 

1928 

603,687 

806,406 

19292 

713,762 

865,527 


^Statistical Abstract, U S , 1959. 

* Clearings total for 544 cities reporting to New York Clearing 
House Association taken from Report of the Comptroller of the 
Currency, 1959, p 87. The debit total is taken from the Federal 
Reserve Bulletin 
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The figures are not strictly comparable since 
the clearings totals include hank as well as individ- 
ual clearings in addition to possessing other char- 
acteristics which would require correction for a 
strict comparison. They show that with greater 
concentration a larger proportion of the deposits 
withdrawn from banks flow back to the same banks 
instead of passing through a clearing operation. 
In fact this point was used as an argument in de- 
fence of the great banks of Britain against the com- 
plaint that the credit discipline of large-scale bank- 
ing resulted in a diminution of lending. It was 
alleged that the “homing” qualities of deposits in- 
creased the lending ability of the great bank.® 

Effect Upon Capital and Reserves in United States, 
Canada and Great Britain 

That this change in the flow of credit has its 
eifect upon the cash reseiwes necessary to support 
a given structure of credit as well as upon the 
capital of the banking system is indicated by the 
following figures: 



Ratio of deposits 

Ratio of deposits 


to Total Capital 

to Cash Reserves 

United States ^ 

6.7 

14.1 

Canada ® 

9.7 

140 

Great Britain ^ 

13.6 

6.8 


This shows that the American depositor has 
one dollar of bank capital to protect every $6.70 

® Sykes, Joseph, Amalgarnalion Movement %n ISngkfh Banh- 
mg, pp 155-6. 
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of his deposits whereas that amount of capital 
suffices for $9.70 in Canada and $13.60 in Great 
Britain. While this reduced capital margin tends 
to increase profits it also impairs safety. So serious 
had this weakness become in Great Britain by 1918 
that the Committee on Financial Facilities ^ as well 
as the Bank Amalgamations Committee® sharply 
criticized the banks for undermining this safeguard 
of the depositor. How far this had progressed in 
Canada and Great Britain may be judged from 
the fact that in 1900 a dollar of capital protected 
approximately $4.15 of deposits in Canada ® and 
$7.53 in England.^® 

Liquidity of Great American Banks 

On these two scores the progress of American 
banking concentration offers an agreeable contrast. 
Let us take the national banks in our three original 
central reserve cities. New York, Chicago and St. 
Loms. In 1914 these banks showed a ratio of 
deposits to capital of 5.1 and deposits to cash of 

*Jiine 30, 1927, Report of the Gom/ptroUer of the Currency, 
pp 102-3 

® September 30, 1927, Ihid , p 781 

•December 31, 1927, Department of Commerce, Banking and 
Trade R%nanc%ng in the United Kingdom, Trade Information Bnlletm 
No 639, 1929, pp 12-13, 

^ Sykes, Joseph, Amalgcmuition Movement in English Banking, 
op cit,p 103 

* Report of the Treasury Committee on Bank Amcdgcmiations, 
London, March 11, 1918, p 5, 

* Canada Year Book 

Report of Treasury Committee on Bank ATnalgamatiojis, op ^ 
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4.5/^ In the fall of 1929 these banks, now the 
result of numerous consolidations and direct 
growth, had so far improved the position of the 
depositor as to provide one dollar of capital for 
every $2.45 of deposits, approximately five and a 
half times as much capital protection as that 
afforded the English depositor. In the matter 
of liquidity the American bank now had one 
dollar of cash or its equivalent in Federal Reseiwe 
credit for every $5.50 which it owed to its own 
depositors. This is a better cash position than 
that indicated for the hanks of Great Britain since 
the latter country probably employs cash in the 
settlement of its business to a greater extent than 
does our own. Eliglish banks would therefore 
normally require more cash in relation to deposits 
than American banks. 

Strength of American Banks 

The emphasis upon the strength of the capital 
structure which our greater banks are evidently 
providing is further confirmed by the relation of 
gross earnings to capital and surplus. In common 
parlance this may be regarded as the turnover of 
the bank. Our first group of banks (See Batio 
No. 8), the Big Banks, shows a declining ratio for 
the nine year period, 1921-1929. For our third 

Report of the Comptroller, 1914, p $4, 

Ahetrmt of Reporte of Oondttwn of National Banks, No 
1&4, W/ashington, Nov. 11, 19^. 
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group, the Small Banks, this tendency is reversed. 
The most convincing evidence is the ratio deposits 
to capital and surplus. (See Ratio No. 3.) 

GROSS EmNINGS TO CAPITAL AND SURPLUS 


GROUPS 

I II III IV 



CHART VIII 

The normal line is the average of all national banks m the United 
States Percentage is of capital and surplus Basic data are taken 
from the annual reports of the Comptroller of the Currency 
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American. Criterion of Bank Strength 

Thus our great banks, while apparently per- 
mitting their profit prospects to suffer, are deter- 
mined to maintain their strength. This is the re- 
sult largely of popular and bank psychology m 
this coimtry. Our students of banking, the general 
public and the banks themselves have always 
emphasized the capital fund of the bank as the 
institution’s hostage to safety. The difference be- 
tween American and English and Canadian banks 
in the attitude toward capital is well illusti*ated by 
their advertisements. When an 'English or Cana- 
dian bank attempts to convey the impression of 
strength by a single figure it offers total resources. 
The American bank in contrast almost invariably 
emphasizes its capital fund. Here is the Central 
Hanover Bank and Trust Company concluding a 
full page ad with the proud assurance “Capital, 
Surplus and Undivided Profits Over One Hundred 
Million Dollars.” The Bank of Montreal, on the 
other hand, tells us “Total Assets in Excess of 
$960,000,000.” As a matter of pure pride, our 
great banks would probably rather enjoy pre- 
eminence in capital strength than in the aggregate 
of assets even though the latter might signify 
greater income. As a result of the peculiar char- 
acter of American banking rivalry and an odd 
twist in banking psychology we find the concentra- 
tion movement leading our banks in a direction 
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opposed to pnvate interest in favor of a greater 
measure of public protection. 

To Avoid Final Cash Payment One Purpose of 
Concentration 

From the point of view of credit flow and inter- 
flow the object of branch expansion and other 

NET ADDITIONS TO PROFITS TO GROSS EARNINGS 
GROUPS 

I It III IV 



CHART IX 


The normal line is the average of all national banks in the United 
States Percentage is ot gross earmngs Basic data are taken from 
the annual reports of the Comptroller of the Currency 
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forms of affiliation resulting in a broader geo- 
graphic base and an increased number of offices 
is to reduce the hazard of heavy demands for pay- 
ments to the bank’s clients, to minimize their effects 
by the assurance of ample counter receipts in the 
form of claims on other banks, to safeguard the 
cash and reduce to a minimum the amount neces- 
sary in the conduct of the business. Banking con- 
centration, therefore, seeks to effect in an entirely 
legitimate fashion that avoidance of final cash pay- 
ment which our earlier banks sought through the 
location of issuing banks in the depths of the 
wilderness. 

Facilitates More Complete Credit Expansion 

It follows, therefore, that a great bank with 
many branches can in a period of credit expansion 
multiply the accommodation which it secures from 
its Federal Reserve Bank more often than can a 
unit bank which has no stabilizing credit affiliations. 
To illustrate. The multiple bank increases the 
credit granted to its own customers by $1,000,000. 
As the effective portion of this accommodation is 
disbursed by the clients a larger portion of it flows 
back to the bank than if it were a single bank with- 
out any subordinate credit nets placed to catch 
that part of the backflow which starts its return 
journey in other localities than that in which it 
was first issued. While the statistical evidence on 
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this point is not overwhelming it does provide a 
measure of support. If we examine the ratio “In- 
terest and Discount on Borrowed Money to Gross 
Earnings” and omit the extraordinary year 1921, 
we can see that the large banks do not have to 
resort to the central bank for aid to the same extent 
as the smaller unit banks. The figures for some 
of the banks in the third group indicate a constant 
and heavy dependence upon the central bank. This 
is particularly true of the country banks of New 
Hampshire, Virginia and Alabama. 

Integration Reduces Drain Upon Bank Funds 

Even as physical expansion has for its purpose 
the capture of the bank’s errant credit even so do 
the various forms of bank integration strive to 
discourage the departure of bank funds. Consider 
the sale of securities. The client has accumulated 
a balance whose reduction investment prudence de- 
mands. He goes to his banker. Can he recommend 
anything? It is costly advice for the banker to give 
since its acceptance will result in the diminution of 
a fat account. He swallows hard and reluctantly 
obliges the customer. This difficulty has been met 
very nicely by the great bank. It has acquired a 
security affiliate which devotes its energy to the 
distribution of securities. Naturally the bank will 
expect the corporation whose obligations it is sell- 
ing to retain the proceeds in the bank until they 
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are used. When the client of the bank now asks 
for investment advice, it becomes a counsel of 
pleasure. He is urged to buy a hundred shares of 
Unico Copper and another hundred of Pan Ameri- 
can Utility in the distribution of which the security 
affiliate is then ardently engaged. The client’s 
account is charged with the amount of his invest- 
ment and the accounts of Unico Copper Company 
and Pan American Utility, Inc., are credited with 
a similar amount minus the commission which is 
credited to profit and loss of the bank. The client 
has made his investment. Securities of two other 
corporate clients have been sold. The departing 
credit of the investor has been waylaid by the 
investment counsel of an official and led gently back 
into the bank and the profits of the bank have been 
augmented. It is a delightful arrangement. 

Helpini; Our Relatives 

Of course the game does not stop here. The 
two corporations will shortly wish to expend their 
newly acquired capital and here again the bank 
will lend a helping hand. Insofar as it is practi- 
cable the bank will try to induce the two companies 
to favor other clients of the bank in their expendi- 
tures. The copper company, for example, may 
wish to purchase some mining equipment. Among 
the clients of the banlc is one who manufactures 
such equipment. He "will be grateful to the bank 
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for the business which it has sent to 'him. It will 
fortify his allegiance and when he receives payment 
the check will be deposited in the bank on which 
it IS drawn and another attempt of credit to escape 
Avill have been nipped in the bud. 

The Trust Busmess 

Consider the trust business of a bank. As in 
the case of security sales the bank receives direct 
compensation for services perfoimed. Here again 
is an opportunity to keep accounts in the bank and 
attract others. A man dies. The bank is appointed 
trustee. Some of the estate is liquidated at once 
and the proceeds invested on behalf of the bene- 
ficiaries The trustees will obviously not ignore 
such investment opportunities as the security afiBil- 
iate will provide. There are commissions to be 
earned both ways and the funds will remain in the 
bank. Furthermore, the beneficiaries will establish 
accounts, if they do not already have them, into 
which the income will he paid. To a certain extent 
this income is paid from other accounts belonging 
to corporations' who are paying interest on bonds 
or dividends on stock. Again the risk of exposing 
the bank credit to alien atmosphere is reduced. 

A Source of Additional Business i 

The part of the estate which remains unliqui- 
dated may consist of ofiSce buildings, apartments, 
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farm land or other forms of real property. As the 
various payments are made to the bank as trustee 
innmnerable opportunities are presented for the 
solicitation of accounts. Furthermore, this admin- 
istration of real property opens another vista for 
the integrated bank. All of this property requires 
insurance. Why take any part of the income and 
subject it to the risk of departure from the affec- 
tionate embracing arms of the bank? The latter 
goes into the business of underwriting insurance. 
The premiums are now paid by a transfer of credit 
from one account to another in the same bank. 
The same kind of opportunity is presented when 
the hank accepts bills of exchange either directly 
or through an acceptance affiliate. The goods while 
in warehouse and in transit must he insured. Vcdla 
the bank is at the merchant’s service. Nor is the 
merchant whom the bank is accommodating likely 
to debate the merits of this insurance. 

Integration and Size as a Stabilizing Influence 

All these functions which in the integration of 
banking have been acquired are additional roots 
with which the great trunk and branch system sup- 
ports itself. The more numerous these roots and 
the deeper they sink the more stable the business 
of the bank. One form of service leads naturally 
into another and the greatest hazard of banking, 
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the simultaneous demand fox* payment by a sub- 
stantial number of clients, is reduced. This, the 
protection of the hank’s accounts, is probably the 
strongest motive for integration. There are others 
of which two will here be noted. 

Killing the Bond Salesman 

The bank possesses an invincible advantage 
over the specialized institution in the sale of related 
financial services such as insurance and securities. 
Distribution costs are the bane of the latter busi- 
ness, The insurance salesman and the bond sales- 
man absorb the lion’s share of the costs of distribu- 
tion. The bank by virtue of its confidential and 
influential position at the portal of the client’s 
accoimt can dispense with both. One is led to 
wonder whether the days of these professions are 
not numbered. The Canadians have already be- 
come fully alive to this danger. 

Canadian Bond Dealers Protest 

When the Select Standing Committee on 
Banking and Commerce of the Canadian House 
of Commons undertook the revision of the 
Dominion’s banking statutes a resolution by the 
Bond Dealers Association of British Columbia was 
addressed to it. This resolution complained of the 
encroachments of the great banks upon the business 
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of legitimate bond houses and alleged in substance 
that, 

1. Engaging in bond business is an abuse of 
the powers of the banks. 

2. It was an unfair encroachment upon the 
business of private firms. 

3. That the banks have organized special bond 
departments, have installed stock exchange wires, 
issue printed lists of bonds for sale and advertise 
for public support. 

4. Since banks have knowledge of their clients’ 
business and are custodians of public funds they 
are liable to misuse their power. 

5. With their country-wide branches and busi- 
ness afiiliations they offer unfair competition to the 
established bond business of the countr)'-.^^ 

Canadian. Insurance Agents Protest 

The insurance agents of the Dominion joined 
the bond salesmen in protest. There was some 
evidence that the banks abused their powers in the 
solicitation of insurance. The Canadian banks 
are prohibited by law from engaging directly in 
the sale of insurance. This provision of the law is 
as effective as that in our own code which prevents 
national banks from selling stock. The Canadian 
banks by means of subsidiary trust companies con- 

“ pTOceed\ng» of the Select StcmdAng Committee on Banking 
and Commetce of the Mouse of Commons, Canada^ on Bill No. 83, 
An Act Respecting Banks and Banking, 1993, p. 514 
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trolled the insurance of their clients. When a 
customer applied for a loan he was advised that 
it could he arranged provided his insurance were 
placed with the right trust company. We may take 
the example of the Merchant’s Bank of Canada 
and the Bankers Trust Company which had identi- 
cal boards of directors. The Montreal Shirt and 
Overall Company as a condition for certain accom- 
modation was “instructed” to place $300,000 of 
insurance with the Bankers Trust Company. It 
was also testified that the manager of the Victoria 
branch of the Merchant’s Bank refused the exten- 
sion of credit to a large concern unless certain 
insurance paying a premium of $15,000 was given 
to the Bankers Trust.’^* 

So aroused were the agents of the Canadian 
Federation of Insurance Agents by the threat to 
their existence that they joined in a vehement pro- 
test known as “The Montreal Declaration.” It 
was indorsed by all the insurance companies in the 
Dominion, with insignificant exceptions, and pre- 
sented to Parliament.^® 

Abuses Admitted and Defended 

Although the representatives of the great banks 
tried to refute these accusations they admitted 
enough to give the charges of coercion some color. 

"I6M, p. 628 

«76id, p. 619. 
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Mr. R. P. Jellett of the Royal Trust Company, 
an aflSliate of the Bank of Montreal, testified,^® 

“We have a power Which is very commonly 
exerted by people who have money to lend, and 
that sort of thing, to make certain stipulations, and 
if we made a stipulation that dunng the time we 
are lending money to a certain person he shall 
insure through an agent selected by us, that I con- 
ceive to be a proper exercise of the power of a 
person lending money — ” Which apparently lets 
pussy out of the bag. 

The opportunity to eliminate distribution costs, 
sound economically, has its seamy side. Whether 
our banks will have the good judgment to avoid 
the abuses which have crept into Canadian banking 
integration remains to be seen. 

Direct Earnings of New Functions I 

The most obvious advantage in the sale of serv- 
ices related to the bankmg function consists of the 
direct earnings. The financing of foreign trade, 
the sale of securities, insurance and fiduciary serv- 
ices all contribute to the income of the large bank 
and reUeve it of sole dependence upon the chief 
bank functions of investing and lending. This is 
well illustrated by Ratio No. 11, “Interest and 
Discount Received to Gross Earnings.” In 1921 
the banks in our first group received a little more 

“ Ibid , p 669. 
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than 88 per cent, of their total income from interest 
and discount. By 1929 this had declined to less 
than 80 per cent. The banks in our third group, 

INTEREST AND DISCOUNT RECEIVED TO GROSS 
EARNINGS 

GROUPS 

I ir in TV 



The normal line is the average of all national banks in the United 
States Pereentage is of gross earnings Basic data are taken from 
the annual reports of the Comptroller of the Currency 


consisting of small country banks, still received 
more than 98 per cent, of their gross earnings from 
loans and investments. 


[ 162 ] 


PROFITS 


Dividends the Final T«»t 

The final test of large scale banking to the 
stockholder is the return which he receives on his 
investment. The abstract profits of banking, be 
they ever so impressive to the student and pro- 
moter, can become articulate only through divi- 
dends. We shall now undertake a eomparisoxi of 
the profits of Canadian banking, English banking 
and the four groups of American banks. The com- 
parison with Canadian banks is rather sketchy be- 
cause of the inadequacy of Canadian statistics. Sir 
Edmund Walker, president of the Canadian Bank 
of Commerce, testified that the return to stock- 
holders on their investment ranged from 6 to 6^ 
per cent, during the period 1913 to 1922.^^ A com- 
parison has been made on a weighted percentage 
basis of dividends to paid-up capital and surplus 
of the Canadian banks and our national banks 
from 1890 to 1920. 


Batio of Dividends 

TO Capital and 

Surplus op Canadian 

Banks and 

American National Banks^® 

Year 

Chartered Banks 

National Banks 

1890 

5.65% 

6 10% 

1895 

6.18 

6 00 

1900 

5.01 

5.60 

1905 

4.76 

6.10 

1910 

5.10 

6.70 

1915 

5.20 

6.80 

1920 

5.90 

6.70 


p fiTT 

18 Willis and Beckhart, Foreign Banking System, op cit ^ p 464. 


[ 163 ] 



BANK CONCENTRATION IN THE UNITED STATES 


The following table presents the ratio of net 
profits to capital and surplus of the “Big Five” 
chartered banks of England and our own groups 
of Big Banks, Medium Banks, Small Banks and 
Small Banks in Distress Areas for the years 1927, 
1928, 1929. The figures cover calendar years for 
the “Big Five” and fiscal years for the American 
banks. 


Net Profits to Capital aistd Surplus of English and 


American Banks (per 

cent.) 




1927 

1038 

1939 

“Big Pive'’ English chartered banks 

10 05 

10 09 

10 21 

American Banks 




Big Banks 

11 58 

8 88 

10 05 

Medium Banks 

10 4.0 

9 70 

10.60 

Small Banks 

8 52 

8 73 

9 06 

Small Banks in Distress Areas 

3 38 

5 65 

7.83 

Country Banks of 




Maine 

14.42 

13.05 

12 41 

New Hampshire 

10 02 

10 36 

10.44 

City Banks of 




Birmingham 

13 36 

12 47 

15,64 

Dallas 

11,94 

10.78 

14.95 

Louisville 

14 91 

10.06 

14 66 

Cincinnati 

13 27 

11.82 

11.78 

Denver 

10.74 

13.19 

12 85 

Seattle 

14 69 

22.15 

13.63 


Special Advantage of English Banks 

The “Big Five” achieved their earnings with 
the aid of more than 8,600 branches and a ratio 

"Based upon data in Commerce Reports, March 17, 1930, pp, 
fi9T, 698 

Based upon data xn Reports of the Comptroller* 
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of deposits to capital and surplus of 14 to 1. The 
ratio of deposits to capital and surplus of our 
group of big American banks is 4.5 to 1, of the 
countr}'^ banks of Maine and New Hampshire 7.66 
to 1 and of the city banks of Birmingham, Dallas, 
Louisville, Cincinnati, Denver and Seattle 6.68 to 
1. This appears to load the dice very heavily in 
favor of the English banks. Let us subject the 
profit figures to another test to determine the rela- 
tive earning efficiency of the banks. How much 
does each group realize in net profits per dollar of 
capital, surplus and deposits, taking the aggregate 
of the latter items ^ 

Eatio op Net Profits to Aggregate Capital^ Surplus and 
Deposits^ 1929 

*'Big Five’* .68 per cent. 

Big American banks 1 83 per cent. 

Country banks of Maine and New Hampshire 1.32 per cent* 
Medmium size banks of six American cities 1 83 per cent. 

The English banks represent the final flower 
of the concentration process. The putative mani- 
fold advantages of large scale banking should find 
in the English system their most convincing con- 
crete expression. So far as profits and earning 
efficiency go, there are still great areas in America 
where the unit bank need not bow its head. 

An examination of the ratio of net profits to 
capital and surplus (See Ratio No. 12) for this 
country reveals the fact that the returns which are 
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CHARjT XII 

The normal line is the average of all national banks m the United States Percentage is 
of gross earnings, Basic data are taken from the annual report of the CknnptroUer of 

the Currency, 
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most heavily weighted for branch systems, extend- 
ing beyond the immediate commumty in which the 
parent bank operates, hardly flatter the earning 


Joint Stock Banks in England and Wales-^ 

Net Profit as a Percentage of Total Working Resources 


Year 

Number of banks 

Percentage 
(Weighted Average) 

1874 

63 

1.88 

1883 

90 

1.67 

1891 

95 

L13 

1896 

124 

1.13 

1901 

63 

1 21 

1906 

— 

1 07 

1911 

37 

96 

1913 

37 

1.13 , 

1914 

32 

94 

1915 

32 

86 

1916 

80 

82 

1917 

29 

73 

1918 

20 

.71 

1919 

16 

69 

1920 

15 

79 

1921 

15 

63 

1922 

15 

.58 

1923 

14 

.57 


capacity of branch banking. The testimony com- 
ing from San Francisco is dominated by the Bank 
of Italy National Trust and Savings Association 
which has 292 branches. The capital and surplus 
of this bank accounts for 76 per cent, of the aggre- 

*^This is based upon figures compiled by J. Dick, Journal 
Institute of Bankers^ London, April, 1897: figures prepared by Sir 
0 Drummond Fraser. Jhid , 1907, and calculations of Joseph Sykes 
based upon data in London Econormst See Amalganmtion m Eng-- 
lish Banking, op cit , p 129, 
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gate capital and surplus of the six banks which 
reported to the Comptroller from this city on J une 
30, 1929. The returns from San Francisco are 
therefore largely the returns of this single institu- 
tion. This earning’s experience shows returns to 
the stockholder far below those which accrue to 
the average bank stockholders in the United States. 
Substantial as are the economies which branch 
banking may effect economic disabilities are en- 
countered which more than offset them. Tliis 
conclusion is supported by English experience. 
It reveals a declining ratio of net profits to total 
working resources over a period of 50 years. 

Extenuating Factors 

In extenuation of the poor showing of the Eng- 
lish and California banks it may be urged that the 
great branch systems under consideration are still 
in process of expansion and that many items 
properly chargeable to capital account have in fact 
been charged against earnings. It takes from three 
to six years for a new branch to justify itself and 
while a system is still actively growing it may well 
be that the energy consumed impairs profits for 
which compensation will appear in that future 
when stability is achieved. As against this it has 
been urged that the branch organization, especially 
in England, has had ample time to overcome the 
drains of adolescence, that unsatisfactory earning 
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efficiency is due to the extravagant wastes of branch 
organization. The economies and wastes of branch 
organizations we shall consider in the next chapter. 

Investment Realism 

With these arguments the investor will have 
little patience. He is — or at least should be — a 
realist. According to the bnlk of the evidence he 
should not look to bank concentration and bank 
expansion through the establishment of elaborate 
branch systems for an increase in dividends. Large 
scale banking under competent management may 
result in more stable if reduced earnings. Concen- 
trated capital possesses tremendous power. Its re- 
lated lines of influence bring a flow of business 
which relieves the bank of a harrowing dependence 
upon fortuitous general or local conditions. It is 
in a position to modify those conditions. Instead 
of being the tail of business it is now the head. The 
great bank is unctuous balm to the pride of the 
leaders. It gratifies their instinctive lust for power. 
Does the stockholder share these sentiments? 
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CHAPTER VIII 

The Economies and Costs oe Concenteation 

The economic motives of concentration must 
spring from the prospect of improving existing 
sources of pi’ofit, adding new sources and eliminat- 
ing or reducing costs. Where combination takes 
place among banks which are already great by 
every measure, it is due, aside from the human 
factors, to the possession of complementary quali- 
ties in the merging institutions. Its purpose is to 
achieve a more perfect balance in integration. 

A Recent Merger as an Example 

This is well illustrated by the merger of the 
Chase National Bank and the Equitable Trust 
Company of New York. The Chase National 
Bank has a powerful and presumably profitable 
security affiliate. It does an enormous straight 
banking business and, with its own foreign branches, 
foreign correspondent afiiliations and control of the 
American Express Company,^ reaches for business 
to all parts of the commercial globe. With this 
great emphasis upon banking, security distribution 
and foreign trade financing, the growth of its trust 

^The American Express Company at the end of March, 1930, 
had sixty~six foreign offices 
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business had lagged behind. The Equitable Trust, 
on the other hand, had always been more of a trust 
company than a bank. It was possible, therefore, 
for these two banks to effect a marriage which 
would carry the promise of more perfect integra- 
tion. In view of the fact that the wide-spread 
adoption of the uniform trust makes trust adminis- 
tration on a large scale entirely feasible, the afore- 
mentioned union appears attractive. 

The Uniform Trust 

A word is necessaiy about the umform trust. 
The administration of an estate has always been 
considered a matter commanding personal atten- 
tion. It IS a form of service which is not suscep- 
tible to mass methods. As a trust official of a 
great English bank, who had been sent to Amer- 
ica to study the trust methods of our largest 
banks, expressed the problem, “It is possible for 
one man to take care of ten trusts and even a 
hundred trusts, but when they mount to a thousand 
and then approach ten thousand the man does not 
live who can keep his fingers on all of them and do 
a good job.” So the Midland Bank sent an envoy 
to America to study our methods! 

Investing for an Estate 

The most responsible part of trust administra- 
tion is the investment of the funds of a liquidated 
estate. It is a task which requires exceptional 
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training, a high order of intelligence and a selective 
judgment well tempered with caution. It is not 
an easy matter to find men who possess these qual- 
ifications. Our trust companies have met the situa- 
tion by developing a common trust fund in which 
each estate holds a defimte number of units. The 
income is apportioned among the beneficiaries 
according to the number of trust umts which each 
one holds. Provision is made for liquidation and 
withdrawal, usually on thirty days’ notice. The 
vicarious participants in the trust fund share in its 
appreciation. 

Illustration 

To illustrate the procedure let us assume that 
a bank has one hundred estates, each of which upon 
liquidation yields $10,000 for the administration of 
which the bank is appointed trustee. Instead of 
establishing a separate investment schedule for 
each account, they are lumped together and the 
$1,000,000 is invested in a list of stocks and bonds 
selected by the trust committee of the bank. The 
equity of each beneficiary amounts to 1 per cent, 
of this fund. There is a proportionate distribution 
of the income and a proportionate participation in 
any changes which take place in the value of the 
joint investment account. The trust officers of 
the bank, instead of dissipating their investment 
attention over a himdred accounts, can now con- 
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centrate on what is virtually a single account. 
They meet once a week for review of the security 
portfolio and make what changes their judgment 
dictates. In effect this arrangement constitutes an 
investment trust administered by the bank’s officers 
on behalf of the beneficiaries of its trust funds.* 

The Trust and Security Business 

It requires but little perception to see how 
attractive a vast trust business can be to a bank 
which has an active security affiliate. The latter 
can always find in the trust committee a willing 
purchaser of more or less substantial blocks of the 
issues it is distributing, the amount taken depend- 
ing entirely upon the size of the trust business. 
We have here a complete and self-projielling chain 
of business. 

Another View 

While this self-sufficiency is attractive to the 
stockholder and the promoter, it is possible to view 
it in another light. The umform trust carries much 
the same appeal to the trust beneficiary as the 
investment trust does to the investor in common 
stocks, i. e.j the assurance of proper diversification 
and adequate supervision. One cannot help but 
wonder to what extent the committee in charge of 

^ For a description of the uniform trust sec ‘^Operation of the 
Uniform Trust.” Amefican Bomkers Association Journal, March, 
1930, p 841. 
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the trust investment portfolio will suffer its vision 
to be clouded and its judgment to be warped by 
the desire to “help along” the security affiliate of 
the bank. Unless we deny to self interest its prime 
position as the motivating force of human conduct, 
we must assmne that the aforesaid vision and judg- 
ment, be it ever so impressive in the abstract, will 
be influenced by the necessities of the affiliated 
security company. 

Importance of Integrity and Independence 

The soundness of the uniform trust idea is then 
made to depend upon the judgment of those officers 
who underwrite the issues in the distribution of 
which the security company participates. Noi 
have the banks without the benefit of security asso- 
ciations neglected to call attention to this weakness 
in that team play which constitutes the highei 
integration of bank functions. Here is the Central 
Hanover Bank and Trust featuring as a lead foi 
its full page ad the caption, “No Securities Foi 
Sale,” followed by the statement, “Whenever we 
are called upon to invest money for our clients, we 
are free to choose securities from the whole invest- 
ment field. Only with this freedom, we believe, 
can we choose the securities that best suit the needs 
of each individual client.” ® The point is not with- 
out force. 

*lhiA February, 1930, p 754 
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Operating Ratios 

Turn now to the statistical verdict and consider 
first the operating ratio of our big banks as com- 
pared to the other three groups. Here we find 
that the big banks not only have the lowest operat- 


NET EXPENSES TO GROSS EARNINGS 
GROUPS 

I 11 in IV 



The normal line is the average of all national banks in the 
United States. Percentage is of gross earnings. Basic data 
are taken from tlie annual reports of the Comptroller of the 
Currency 

[ 1 '^^] 



BANK CONCENTRATION IN THE UNITED STATES 

ing ratio for all the groups but have registered the 
greatest improvement during the period 1921-1929. 
In 1921 the banks in this first group as a mhole paid 
out $82.50 in expenses for every $100 which they 
received in earnings. In 1929 this had dropped to 
$72.40. The clear margin of net profit had risen 
from $17.50 per $100 of earnings to $27.60. The 
net profit per $100 of earnings for the medium 
banks is $17.10 in 1921 and $20.90 in 1929. The 
small banks in the third and fomdh groups show 
some fiuctuations, hut on the whole remain sta- 
tionary. Marked exceptions to the group averages 
may be discovered in each group. Generalizations 
therefore may be made only with' an emphatic cau- 
tion to that effect. The record of our California 
banks taken alone and without the aid of the excel- 
lent New York scores is not as good as that of the 
medium sized banks in the second group or the 
small country banks in the tliird group. The New 
York banks show an amazing record. For the 
three years 1927-1929 they are able to set aside as 
clear profit approximately $3 out of every $10 of 
gross earnings. 

laterest on Deposits 

The item “Interest on Deposits” bulks large in 
aU bank expenses. The banks in Group I appear 
to advantage but it must not be concluded from 
this that they pay lower rates to their depositors 
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or allow interest on fewer accounts. The Ratio 
No. 14 is a comparison of interest paid on deposits 
to gross earnings. The latter item, as we have seen, 
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is compounded, in the case of the large banks (see 
Ratio No. 10), of greater earnings from extra 
banking functions. It is a singular fact that the 
item shows an increase of approximately! one-third 
for all the banks except those in the last group, 
the country hanks in distress areas. 

Interest Received Compared to Interest Paid Out 

A much better picture of the part played by the 
interest paid to depositors is supplied by the ratio 
of the interest so paid to the interest and discount 
received by the bank. This excludes the influence 
of the extra banking functions. ( See Ratio No. 15) 
Here we find a marked uniformity in the four 
groups as a whole although there are great differ- 
ences within each group. The California banks 
pay out much more of their interest receipts to 
their own depositors than do the banks in New 
York City. The three national banks in Cleveland 
are paying out about one-half of their interest and 
discount received in the form of interest on deposits 
and the same is true of the country banks of Maine. 
The country banks of New Hampshire, in sharp 
contrast, pay about half as much to their depositors 
as do the banks in the neighboring state. Down 
in Texas only about one-fifth of the interest re- 
ceived by the bank is paid out to the depositors. 
In fact it may be said of our fourth group, the 
country banks in distress areas, that as a whole 
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they pay less of their iaterest and discount received 
back to their customers than do the banks in the 
other three groups. 
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Salaries 

One of the difficulties of the small bank with 
inadequate capital and imcertain business was the 
necessity of pa 5 dng its chief executive officer a 
salary that comported with the dignity and re- 
sponsibility of the position rather than with the 
amount of business done. This cut rather heavily 
into the slender margins of earnings and we see 
ample evidence of this in the ratio of salaries and 
wages to gross expenses (see Ratio No. 16) for our 
small banks in distress areas. The 93 national 
banks of South Dakota set aside 29 per cent, of 
their gross earnings for this purpose as compared 
to 13 per cent, for Maine, 14 9 per cent, for Pitts- 
burgh and 17.1 per cent, for New York City. 
However, the record for the California hanks on 
this score is not so good. It is to be noticed that 
the percentage for San Francisco jumps as soon as 
the returns for the Bank of Italy branch system are 
included in 1928. Although the great banks of New 
York are able to realize some economies in salaries 
and wages, it is clear that they are not shared by the 
far-flimg branch systems of California. There has 
been an increase all along the line in the proportion 
of gross earnings allotted to the bank worker. 

Taxes i i 

For no apparent reason the banks in the first 
group have an outstanding advantage in the rela- 

[ 180 ] 



ECONOMIES AND COSTS OF CONCENTEATION 


PER CENT ipER CENT 

^ N g y T 





i >i ^ h’ 

^ Bi a> 5J 

eE6r « 2 ^ 

ihH O O O 



JIN3D 


2 i,N3D «3d 
cc 
o 
z 


tive btorden of taxes. These banks have cut dowi 
the proportionate parts of their gross earnings set 
aside for taxes by more than 50 per cent, during 
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the last nine years and the economy applies to the 
banks in all three of the cities. In 1921 they were 
compelled to set aside $7.30 out of every $100 
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earned while by 1929 this had been cut down to 
$3.60. This contrasts with $5.50 paid out by the 
banks in the second group, $5.90 by the banks in 
the third group and $5.10 by the banks in the last 
group. We have here an entirely unsuspected 
economy in overhead in favor of the great bank. It 
is probably due not to any discnmination in favor 
of the larger institution but rather to the greater 
aggregate of gross earnings in relation to the tax- 
able base. 

Large Scale Banking Record Dominated by 
New York Returns 

In spite of some of the very impressive econo- 
mies of large scale banking which our statistical 
study has revealed, it must be borne in mind that 
the greater portion of these are attributable to the 
excellent record of the great banks of New York 
City. The expansion of banking in an agricultural 
community or in a region that shows less intense 
commercial concentration may provide a verdict of 
an entirely different nature. There is a suggestion 
of this in the returns from San Francisco. For 
additional evidence on this subject we must tum 
to England and Canada. 

English Experience 

English banks have enjoyed the limehght of 
international attention for many years. Amalga- 

[ 183 ] 



BANK CONCENTKATION IN THE UNITED STATES 


mations, extending over a long period of years, 
had raised these institutions to a position where 
their supremacy remained unchallenged until the 
course of American concentration forced one and 
then another American bank into the rank of the 
charmed five and finally above them. The antici- 
pated economies of large scale banking are not 
sustained by English experience. Consider the 
following table of expenses as a percentage of total 
working resources presented by Sykes.^ 


Joint Stock Banks in England and Wales 
Expenses as a Percentage of Total Working Besodrces 



AND 

Net Profits 


Year 

Number of banks 

Percentage 
of total 

•\\orking resources 

Percentage 
of net profits 

1381 

54f 

.86 

52 

1886 

54j 

.88 

60 

1891 

51 

89 

60 

1896 

11 

80 

77 

1901 

30 

95 

82 

1906 

23 

1 08 

80 

1910 

20 

I 09 

101 

1911 

20 

1.08 

103 

191S 

9 

1 03 

94 

1913 

7 

1,06 

89 

1914f 

8 

1.02 

97 

1915 

5 

1 04^ 

111 


Results of English Studies 

In liis conclusion that bank expansion has re- 
^sulted in increased expenses, Sykes found himself 

* S>kes, Joseph, Amalffomation Momment %n Engluh Banhtng, 

p U'*- 
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m agreement with two other students who had 
examined the movement in its earlier phases. His 
analysis of expenses was compelled to proceed 
largely by inference and a process of elimination 
due to the lack of data. In two cases, those of the 
Union Bank of London and the London and West- 
minster Bank, he was able to trace the course of 
expenses and correlate them with growth.® For 
the Union Bank expenses showed a slight increase 
during the period 1879 to 1901 due to increase in 
staff salaries and directors’ remuneration. In 1902 
it absorbed six private institutions and in 1903 four 
other hanks, three of which were of substantial size. 
Proportionate expense immediately mounted more 
than 20 per cent, and remained there until the out- 
break of the war. 

The London and Westminster Bank starts in 
1880 with eight branches and shows expenses for 
the first few years which amount to a little less than 
one-third of 1 per cent, of gross working resources. 
As its branch structure grew so did the relative 
proportion of expenses. In 1908, with thirty-seven 
branches, its expenses amounted to a little less than 
one-half of 1 per cent, of gross working resources. 
In 1909 this bank combined with the London and 
County Bank. The proportionate expenses of the 
two banks increased to 1.08 per cent, of gross work- 

‘ Jhid. pp 137-139 
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ing resources and by 1913 had reached 1.26 per 
cent. 

PassiiLg the Added Cost to the Depositors 

So severely did the growth of expenses press 
upon profits that the banks passed the consequences 
of amalgamation back upon the depositors in the 
form of reduced rates upon deposits. Until 1921 
the rate on deposits had always been 1^ per cent, 
below the bank rate. In that year the banks in- 
creased the margin to 2 per cent With the Bank 
of England rate as it is today at 3% per cent., that 
means a return to the depositor of 1% per cent. 
One wonders how the American depositor, accus- 
tomed to rates ranging from 2 per cent, on very 
active accounts up to 4% per cent, on inactive 
accounts, would react to such an effect of con- 
centration. 

Passmg More of It to the Borrowers 

In spite of the relief afforded by this step the 
pressure of expenses upon earnings continued so 
severe that another remedy, embraced at the ex- 
pense of bank clients, was taken in 1924. Until 
that time the banks had been in the custom of 
accommodating the money market at a rate varying 
from one-quarter to one-half of 1 per cent, above 
the deposit rate. In that year the rate was raised 
so that now a uniform differential of 1 per cent. 
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prevails between the deposit rate and that paid for 
money market funds. It is also necessary to con- 
sider the extremely favorable ratio of deposits to 
capital of the English banks in order to form a fair 
picture of the efficacy of large scale banking. 

Gigaaticism and Red Tape 

There is increasing reference to the unwieldi- 
ness of the Enghsh system, armies of clerks con- 
fined to monotonous tasks in highly specialized 
departments, management straining under the 
effort to secure some semblance of efficient team- 
work among the various departments, no one of 
which seems to know what the others are doing, 
elaborate hierarchies of inspectors and supervisors, 
endless reports and regulations, an appalling 
amount of red tape, banking impersonahzed ap- 
parently to the last degree. 

The Other Side of the Shield 

The following passage taken from the Journal 
of the Institute of Bankers is typical of the Eng- 
lishman’s reaction to the banking Titans with whom 
he must carry on a relationship that is essentially 
intimate and personal. “We hear on all hands tales 
of lack of proper collaboration between depart- 
ments, of queues of minor officials waiting outade 
the doors of the more highly placed, and unable to 
obtain the decisions necessary to efficient admin- 
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istration, of misunderstandings and delays which 
a hanker of an earlier generation would regard -wath 
the utmost dismay. The banks are, m fact, face 
to face with those difficulties inherent in institutions 
above a certain size. . . . Any of the largest banks 
has got to such a size that no single individual, 
whatever his powers for work, can at the same time 
direct its policy and control the working of its 
administrative detail. . . .” ® 

The Personnel Problem 

The personnel problem of the great English 
bank is a serious matter.'^ Not only has the manage- 
ment lost vital contact with its clientele but also with 
its employes. The latter have become so many de- 
humanized cogs in a great machine even as the 
former has become the inorganic raw material of a 
large scale business operating with mass production 
methods. We see great personnel departments 
devising mechamcal methods for the classification 
of employes, seeking desperately for formulae 
which will automatically allot each human worker 
to his appropriate pigeon-hole, promotion by time 
service, personal merit weighed by cold objective 
instruments, the atrophy of personal ambition and 
the blight of vibrant interest in work. These are 

*J<ymnal of InsUimU of Banhera* May, 19^, p 155, quoted by 
Sykc^ Joseph The Present Poattion of English Joint Stock Banking, 
p 114 

’ The Bomker, London, February, 1936, pp 188-189 
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the stigmata of bureaucracy. They are creeping 
over our own banks. 

The English Branch Manager 

A revealing light is cast upon the attitude of 
the branch manager toward his superior and its 
implications regarding his own freedom to serve the 
community in which he is located by the advice of 
an experienced branch manager to the neophytes. 
In laying down rules he places first the injunction 
“never to argue with his head-office officials. . . . 
It is wiser for the manager to put his tongue in 
liis cheek and accept their ruling without a pro- 
test.” « 

A Pleasant Contrast 

It is somewhat of a relief to turn from this chill 
picture to the moderate sized American bank where 
the bank president still knows the names of all the 
clerks and the two together still know all the clients. 
The subordinate worker in many cases owns a 
share or two of the bank’s stock and works eagerly 
for the day when his energy and devotion will find 
recognition in promotion. That is a type of 
spiritual sunshine which has long since departed 
from the sombre counting rooms of the mammoth 
English banks. It is a factor whose absence or 

•Ibid, March, 1926, p 237 
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presence finds a definite reflection in the profit and 
loss statement. 

Looking to Canada 

It is to Canada that we must look for a more 
effective demonstration of what we may expect in 
this country if branch banking pursues its appar- 
ently inexorable course. Its presence and the hint 
of effects are clearly indicated in the increasing 
absorption of capital by the physical structure of 
the branch system. 

Chartered Banks op Canada 
Ratio op Bank Premises to Paid-'IJP Capital and Surplus 


Year 

Ratio 

1890 

5 11% 

1900 

6.39 

1910 

13 72 

1920 

23 13 

1928 

28.52 


The testimony of bank officers as well as the 
records indicate that the branches of the great 
banks are a severe strain on profits. Many little 
towns in the western part of Canada with a popula- 
tion not exceeding four thousand have from three 
to five banks. In the city of Edmonton in a single 
block there are eight enormous buildings, each one 
a bank. Any one of these would be adequate for 
the needs of the city. Although these banks charge 
10 per cent, per anniim compoimded monthly for 
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accommodation they nevertheless fail to show a 
profit, according to the testimony of a high bank 
official.® The town of Weyburn in southern 
Saskatchewan, with a population of 3500, has six 
banks; High River in Alberta province, with a 
population of 1200, has five banks. The little 
frontier settlement of Grand Prairie in the same 
province has five branches of chartered banks. 

^ FrocBedings of the Select Standing Committee on Banking and 
Commerce of the House of OommonSf Canada, 19.23, p 160. 
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Branch Organization and Uniform Interest 

Rates 

It is this phase of branch banking which has, per- 
haps, been subject to more extravagant glorifica- 
tion by its advocates than any other. The argu- 
ment IS specious, the appeal strong hut spurious. 
Through a branch organization, so it is alleged, the 
surplus funds of the affluent sections of the country 
are piped to the impecunious areas and, the level in 
both being equalized, the interest rates charged are 
the same. The picture of the humble husbandman 
in a remote agricultural district securing accom- 
modation on the same terms as the puissant mer- 
chant in the metropolis makes an attractive story 
but it is just a story. 

Deferred Blessing in Canada 

At the hearings before the Canadian Parlia- 
mentary Committee, to which reference has already 
been made, it was brought out that the rates 
charged in western Canada were considerably 
higher than those charged in the East. The bulk 
of the farm loans was made at 8 per cent. The 
Weyburn Security Bank, operating in Saskatche- 
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wan, usually charged 10 per cent, and the members 
of the Comnoittee alleged that they knew of 
instances where the rate was 12 per cent.^ Sir 
Edmund Walker conceded that the high rates 
charged to the farmers of the West were made 
necessary by the great cost of furmshing banking 
faeihties.^ Apparently there is no competition 
among the banks in interest charges. In the town 
of Grand Prairie m northwestern Alberta there are 
five branches of chartered banks. They all charge 
10 per cent., which is discounted.® 

High Rates in Western Canada 

Rates in western Canada vary from 7 to 12 per 
cent. These extremes are exceptional and the more 
common range is between 8 and 10 per cent. This 
is higher than the borrower in the eastern provinces 
pays and, as in the Umted States, the disparity is 
a source of irritation to the western farmer as well 
as political ammumtion for his representative. The 
latter sees in the discnmination the evil ejBPects of 
monopoly or of a conspiracy among the banking 
interests to exploit the farmer, etc. To an Ameri- 
can accustomed to the intemperate advocacy of the 
farmer by our own western representatives this all 
sounds very familiar. 

‘I6«Z,p 941 

^lUd., p. S30. 

'Ibid., p 948. 
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Agreemejit to Maintain Interest Rates 

Professor McGibbon, who made a special study 
of banking in the Province of Alberta,^ thought 
that he detected signs of a vicious concert among 
the banks to maintain interest rates at a high level, 
particularly at Grand Prairie and Peace Piver 
Crossing. These two outposts, with a combined 
population of less than four thousand, had eight 
branches serving them. The rate at every branch 
was 10 per cent. He won an admission from one 
of the branch managers that the matter had been 
discussed informally among the banks in Winnipeg 
and concluded that the 10 per cent, rate was the 
result of deliberate agreement. Such a statement 
has political possibilities and they were fully 
exploited.® 

Legal ProluMtions 

The Bank Act has a perfectly innocuous pro- 
vision concerning the rate of interest to be charged 
by a bank. A hasty reading might indicate that 
a bank could not charge more than 7 per cent. The 
prohibiting part of the clause reads “. . . but no 
higher rate of interest shall be recoverable by the 
bank.” Since the banks are authorized to deduct 
the interest at the time the loan is made and since 

* McGibbon, DA Report of the Oommdssioner on Banking and 
OredAt with Respect to the Indmtry of AgnoulUire m the Province 
of Alberta, IW, 

* Bee Home of Oommons Debates, June 19, 19^, pp, 4105, 41^5. 
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in fact that practice is generally followed, the pro- 
hibition is merely a futile legal gesture. The at- 
tempt to change this and make the rate of 7 per 
cent, effective failed in 1923, 

Reasons for Disparity in Rates — Economic Immaturity 

Among the reasons for the difference in rates 
between the west and east of Canada may be cited 
the following: 

The western part of Canada is immature eco- 
nomically and, like all young communities, is avid 
in its need for capital. The new settlers who come 
there rarely have adequate means and for years 
thereafter the margin between production and con- 
sumption is entirely insufficient to meet local capital 
requirements. Every pioneer community tells the 
same story. Capital adequacy comes only as 
economic maturity is realized. Capital redundancy 
is the attribute only of old and weU developed 
regions. Since it responds to changes in supply 
and demand, it must be expected that adolescent 
communities should pay a higher rate to attract a 
capital supply from markets where it is available. 

An Unpalatable Explanation 

The representative of western clients finds this 
fact unpalatable or incomprehensible. He has 
postulated a perfect liquidity of capital. If it fails 
to move from areas of plenty to areas of scarcity, 
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excepting only under the stimulus of a higher rate, 
he is certain that some artificial and sinister hand 
retards the process. This relative scarcity of capi- 
tal in the western part of Canada is revealed more 
strikingly in the hank statements of the western 
branches of the great banks than in the similar 
statements of our own umt banks. The latter are 
invariably started with local capital which is often 
woefully inadequate in view of the responsibilities 
which the banks will assume. Such deposits as they 
have are largely the result of their own lending 
activities. It is only through borrowing from cor- 
respondents in the big cities that a movement of 
capital takes place to the needy centers. 

Movement of Capital ui U. S. Not as Clear as in Canada 

Permanent capital is provided from the outside 
through the insurance and land mortgage eom- 
pames and, since the establishment of the Federal 
Farm Land Banks and the Joint Stock Land 
Banks, through the sale of bonds. This manner of 
providing funds somewhat obscures the movement 
and we do not get as clear a picture as we do in 
the statements of the Canadian banks. In the 
latter we find the loans in the western branches 
invariably far in excess of the deposits. There are 
instances where loans are three times as great as 
deposits. No independent umt bank could operate 
on such a basis without enormous capital. In 
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Canada the accumulations of the Bast flow through 
the branches to the West. The propelling power 
is the higher interest rate of the West. As long as 
the prairie provinces require more capital than they 
can themselves provide they must procure it else- 
where and must recognize the higher price paid 
as the only means in the premises under which this 
can be accomplished. 

Greater Risk 

A second reason for the higher rates which pre- 
vailed in the West is the greater risk as reflected 
in the larger losses sustained in the western 
branches The greater percentage of losses is well 
established, not only in western Canada but in our 
own West. The higher charge, therefore, is justi- 
fied, not only in accepted economic theory but also 
in established financial usage. This reason was 
stressed by Sir Edmund Walker.® 

Greater Cost 

The third reason is the greater cost of providing 
proper banking facilities for the small communities 
of the West. This is due partly to the fact that 
branches are established in small towns where the 
overhead, distributed over a small amount of busi- 
ness, is very heavy, and also to the excessive com- 
petition among the banks in the establishment of 

'Proceedings of the Select Stcmding Committee, op cit , 1923, 
p S20 
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innumerable branches in the same community for 
no other reason than the desire to prevent a com- 
petitor from getting a foundation. These com- 
munities therefore pay a higher price for that 
splendid banking service and that zealous competi- 
tion which has been rather extravagantly extolled. 

Erroneous Impression of Canadian Capital Mobility 

In spite of the well established and marked 
disparity of regional rates in Canada, the close 
mechanical connection between the various branches 
of the same system has led American students to 
believe that the Canadian system has definite virtues 
in the mobility of its funds as contrasted to the 
American system and that the Canadians on the 
outposts of the commercial area enjoy an access to 
capital not shared by the victims of the unit bank- 
ing system across the border. 
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Intebjest Rates Chaeged to Fabmees in Canada 
AND THE United States 

Beae in mind that nominal rates in western 
Canada vary from 8 to 10 per cent. High as this 
may seem, it is probably lower than the rates which 
the American farmer must pay for his short time 
loans, particularly in the less attractive lending 
districts. If we glance at the rates charged by 
member banks on customers’ paper rediscounted 
with the Federal Reserve banks,^ we find that in 
the five districts where banking conditions may be 
said to resemble those in western Canada, rates 
vary from a low of 7.2 per cent, in the San Fran- 
cisco district to a high of 9.8 per cent, in the Dallas 
district. The period covered is from 1921 to 1928 
and the data come from banks in small towns and 
cities. On the surface there appears to be a striking 
similarity between the rates charged in the United 
States and those prevailing in Canada. 

A Difference 

There is a difference, however. The evidence 
relating to rates in Canada is direct. It comes 

^Annual Meport of the Federal Reserve Board, 1938, p* 103. 
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from the testimony of bank officials, borrowers and 
students such as Professor McGibbon. The evi- 
dence which we have used for the United States 
comes from borrowing banks through the medium 
of the Annual Report of the Federal Reserve 
Board. It applies only to those loans of customers 
which have in turn been rediscounted at Federal 
Reserve banks. The requii'ements of eligibility are 
such that we may be certain that only the best paper 
has been rediscounted. The rates appearing in this 
official document therefore relate only to the best 
kind of paper. The direct evidence which we have 
for this country indicates that our rates are shghtly 
higher than in Canada.® Our western states show 
the same range of rates as the western Canadian 
provinces. They seem, however, to approach the 
upper limit of 10 per cent, more frequently than 
the lower limit of 8 per cent. 

Rates Nominal 

We have said that the rates quoted are nominal. 
They do not represent the actual cost of the loan 
to the borrower. 

In the first place, he is usually expected to main- 
tain a balance in his account which bears some sub- 
stantial relation to his loan. In the United States 
the average of such required balance is probably in 

^See Bulletin 4j 09, U S Department of Agriculture, 1916, 
Yearhookj United States Department of Agriculture, 19^4, p* 222, 
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the neighborhood of 20 per cent.® This is the aver- 
age and the practice varies greatly. Patently the 
cost of a given accommodation then depends largely 
upon the size of the balance which must he carried 
in the hank. A 20 per cent, required balance makes 
a 6 per cent, loan actually cost 7^ per cent, while 
a 40 per cent, balance would boost the cost to 10 
per cent. Under commissions and bonuses the 
banks again exploit an opportunity to get more 
than the nominal rate of interest. It was found 
in the State of Georgia that these charges added 
about 2 per cent, annually to the cost of short time 
credit.* The insistence upon frequent renewals has 
the effect of compounding the discount rate in addi- 
tion to being a source of great irritation to the 
farmer whose productive period is longer than that 
contemplated in the normal commercial loan. There 
are many other devices by which the actual interest 
rate becomes more than meets the eye. As an ex- 
ample we may cite the case of the Kansas City 
Joint Stock Land Bank, which at times compelled 
its borrowers to subscribe a fixed percentage of the 
loan for the capital stock of the bank. 

Frank Adjustment of Rates to Client in Canada 

There is some reason to believe that the Cana- 
dian practice is a little more revealing than that 

•See Chester A Philips, Bank Credit, The Macmillan Com- 
pany, New York, 1921, p 42 

'Op c%t.. Bulletin 409, U S Department of Agriculture 
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in the United States. A representative of the 
Weybum Security Bank, testifying before a Par- 
liamentary committee, stated that the bank varied 
its rate according to the quality of the applicant’s 
account, a strong borrower getting the low rate of 
8 per cent., while the weakest borrowers paid the 
top of 10 per cent.® Slight as it is, it may be possible 
to relate this differential in favor of the Canadian 
farmer to the structure and methods of the Cana- 
dian banking system. 

Mobility of Fuads Oae of Mauy Factors 

The first and most exaggerated reason is the 
mobiHty of funds within a banking system which 
embraces well settled and comparatively mature 
communities and others which are just learning to 
walk. The facility with which funds can be moved 
from the former to the latter is undoubtedly a fac- 
tor in the provision of adequate credit on reason- 
able terms. It is a general experience among the 
great Canadian banks that loans exceed deposits in 
their western branches while just the reverse is 
true of the eastern banks. The maritime provinces 
with their surplus of capital and young pioneer 
provinces of the far West thus make an ideal Jack 
Sprat-and-his-wife combination. 

'‘Mtnatet of Protee^ngs, etc, 1913, pp. 4®4i-S. 
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FaUacy of “Idle” Funds Notion 

However, this cannot be a complete or satis- 
factory answer. Much the same profit considera- 
tions actuate the concerted management of a series 
of banks as the detached management of a series 
of independent hanks. That is to say, the manage- 
ment of a great bank with thousands of branches 
does not move funds from the seaboard to the in- 
terior because it cannot find any use for those funds 
in the areas in which they originated. It is a fallacy 
to speak of idle funds. If they are available they 
can he used — at a price. This price is necessarily 
the one which prevails in the community where it 
is proposed to employ the funds and if that hap- 
pens to be a community of substantial capital 
accretions then the natural market rate for funds 
must be comparatively low. In transferring those 
funds from low interest paying markets to high 
interest paying markets, the bank management is 
simply selling the merchandise of the system in the 
best market. That can he accomplished even 
though the instruments of distribution, the banks, 
do not fall within the pale of unified management. 

An Osmosic Process 

In our own country the infiltration of funds into 
the agricultural regions of the West and South 
takes place through an economic osmosic process 
which cannot be explained as the direct transfer of 
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funds from the wealthy urbanized communities to 
the capital impoverished areas of the hinterland. 

The Channels 

There was first of all the direct borrowing of 
the small banks of the interior from their great 
correspondent hanks of the cities. This movement 
did not take place without squeaks and groans. 
The friction of awkward and antiquated machinery 
took its toll of inconvenience, uncertainty and 
higher rates. Crude as it was it nevertheless did 
permit the movement of funds from market areas 
of plenty to those of relative scarcity. In addition 
to the commercial hanks, we have a legion of private 
mortgage compames which act as the intermediaries 
between the farms of the interior which require 
capital and the lenders of the city who are seeking 
safe and profitable investment. Again, this is not 
the best system in the world and yet despite its 
crudities it functioned. Finally we have the great 
insurance companies whose investment departments 
were constantly scanning the country for oppor- 
tunities to place profitably the accumulating sur- 
plus of the insurance business. They have accounted 
for a substantial and rather constant portion of the 
total of long term loans made to those rural regions 
which we are accustomed to view as lacking in 
capital. Through the commercial banks, the pri- 
vate land mortgage companies and the insurance 
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companies we find a seepage of capital from areas 
of redimdance to areas of scarcity. 

ImproTOig the Process of Transmission 

These inefiicient channels of capital transmis- 
sion were functioning in their crude way long before 
the Federal Reserve Act was passed. One of the 
purposes of that piece of legislation was the clear- 
ance of those channels to provide greater mobility 
of funds. It was intended that this should be 
accomplished in two ways, by the establishment of 
an open money market and by the right of member 
banks to rediscount ehgible paper, which in turn 
could be passed by one Federal Reserve Bank to 
another in the event that a particular district felt 
too great a pressure for funds. Since we are here 
concerned not with a general fluidity of funds but 
rather with the movement of credit to those out- 
lying sections which ordinarily experience great 
difficulty in securing adequate credit, it is necessary 
to appraise the value of the machinery established 
by the Federal Reserve Act in that particular con- 
nection. 

TTniformity of Interest Charges Not Realized hy 
Federal Reserve System 

Did the Act make it any easier for the farmers 
of North Dakota, let us say, to tap the great capital 
reservoirs of the East? A categorical answer can- 
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not be provided for this question. In the first place 
the statutory ajspirations for a free money market 
were doomed to temporary disappointment. The 
campaign of the Reserve authorities for a vigorous 
acceptance market proved abortive, although lat- 
terly and without any encomagement from these 
same authorities it has developed a surprising vigor. 
Be that as it may, we can point out here that the 
requirements for admission were such as to exclude 
cbmpletely those famished areas whose high inter- 
est charges have been the subject of unfavorable 
comparison with the corresponding Canadian areas. 
The same may be said of the rediscount privileges 
which the Act gave the farmer. True, his paper 
was allowed a period of six months which was later 
raised to nine months, but it is doubtful if this 
proved of material aid in leveling out inequalities 
in interest charges. 

Central Bank Rates Havei Little Effect Upon. Rates 
Paid by Borrower 

The great majority of the small banks serving 
the high interest paying areas were state banks 
without the system and could not avail themselves, 
except indirectly, of the apparent access to cheaper 
money. Furthermore, there is little reason for be- 
lieving that membership in these cases would have 
had any effect on the rates which these banks 
charged to their own customers. Consider the rates 
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charged by banks in small towns and cities (under 
15,000) on paper rediscounted with the Federal 
Reserve banks. 


Interest Rates Chargee by Member Banks in Small 
Towns and Cities on Rediscounted Paper in 
Five Federal Reserve Districts 


1921 

Atlanta 

Minne- 

apolis 

Kansas 

City 

Dallas 

San 

Francisco 

December 

79 

87 

8.9 

97 

8.2 

1922 

December 

7.9 

90 

8.8 

9.8 

80 

1923 

March 

8 0 

90 

9.0 

9.7 

8.1 

June 

7 8 

9.0 

8 7 

9.6 

8 2 

September 

7.8 

8.6 

8 6 

9,4 

8.1 

December 

7.7 

8.9 

8.6 

9.7 

80 

1924 

March 

7.7 

8.8 

87 

9.4 

7.9 

June 

7 8 

8.8 

8.9 

9.6 

7.9 

September 

7.6 

8.7 

9.0 

9,4 

8.2 

December 

7,7 

8.6 

8.6 

9.8 

8.0 

1925 

March 

7.7 

8 8 

8.9 

9.5 

8.0 

June 

77 

8.6 

9.0 

9,4 

80 

September 

7.4 

8.3 

86 

9.3 

7,1 

December 

7.5 

8.2 

8 3 

8.3 

7.6 

1926 

March 

7.8 

8.6 

8.6 

9.6 

7.8 

June 

7.8 

8.7 

8.7 

9,3 

7.8 

September 

7.7 

7.8 

8 6 

8 6 

7.8 

December 

7.7 

8.2 

8 1 

9,1 

76 

1927 

March 

7 8 

8.4 

83 

10.0 

7,7 

June 

7.8 

87 

8 6 

9,6 

78 

September 

7.6 

8.1 

87 

8.9 

7.5 

December 

7.9 

8.3 

8.4 

8.9 

7.2 


Anmiul Beport of Federal Reserve Bockrd, p* 93 
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Heavy Differential Between East and West Persists 
In these five districts only San Francisco may 
be said to reveal a declining trend. The rates on 
customers’ paper for all the districts as a whole do 
show a tendency to decline but the evidence is least 
impressive in the very areas where one might ex- 
pect the improved mobility of funds via the Federal 
Reserve System to have the greatest effect. The 
equalization of interest rates so fondly expected by 
the founders of the system has not materialized. 
The farmer m Wyoming must still pay a heavy 
differential as compared to the business man of 
New York or even the farmer of New York in 
securing accommodation from his bank. And the 
strange part of it all is that the bank which extends 
credit to the fruit grower of New York and the 
bank which discounts the paper of the Wyoming 
rancher both borrow funds from Federal Reserve 
banks which charge precisely the same rates. Mere 
transferability, therefore, through a banking sys- 
tem hardly accounts for the more favorable terms 
on which the western Canadian farmer can appar- 
ently borrow. 

Special Privilege fer Farmer 

As a final comment on the inability of the Fed- 
eral Reserve System and the vaunted facility with 
which it transfers funds to reduce the rates and 
improve the availability of credit to the American 
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farmer, is the fact that special and privileged 
means of securing credit have been provided for 
him. The Federal Land banks, the Joint Stock 
Land hanks, the Federal Intermediate Credit 
banks, the War Finance Corporation and the Farm 
Board, with its revolving fund of a half billion 
dollars, all constitute efforts to provide the farmer 
with cheap credit and all of them were made after 
the passage of the Federal Reserve Act. The point 
we are striving to make is that the mobility of funds 
within the Canadian system, helpful as it may be, 
is not a cardinal factor in providing the Canadian 
farmer with credit on more favorable terms than 
those enjoyed by his American neighbor. 

Reasons for Differential Between Canadian and 
U. S. West — ^Rigid Safety Rules 

What can explain this differential? There are 
two reasons, the greater safety of loans made by 
the branch banks and the existence of competition. 
One of the most highly lauded virtues of our unit 
banking system is the free play of individual initia- 
tive which it permits the local banker. We have 
heard much about his understanding of local needs, 
his sympathy with local aspirations and his personal 
knowledge of all his clients. The local client’s line 
of credit depended largely upon the banker’s ap- 
praisal of him as a credit risk. It is significant of 
the flexibility and freedom of our unit banking 
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system that fully two-thirds of the loans made by 
our ■commercial banks to farmers are made on the 
basis of personal security.® This was largely a 
subjective process devoid generally of such formal 
factors as net worth, ratio of quick assets to quick 
liabilities and various other balance sheet refine- 
ments which are the props of the branch bank man- 
ager. Such a banker could make loans to clients 
who could not qualify as borrowers at a branch 
bank. The excessive number of banks in our west- 
ern states laboring under the straitened necessity 
of earmng a return from limited business, combined 
with the freedom of the local banker from all formal 
restrictions, led to the granting of loan applica- 
tions which the branch manager could not consider. 
It was a case where local conditions and the exigen- 
cies of limited business often forced the commit- 
ments of the independent banker beyond the bounds 
of safety. The greater risk of poorer loans was 
compensated for in part by higher charges. The 
loans made to Canadian farmers by the western 
branches of the banks bear a lower rate of interest 
than those made to American farmers across the 
border by the unit bankers for precisely the same 
reason that the loan to the New York farmer bore 
a lower rate. They were better loans. They were 
safer loans. 

*YBarhooh of the Department of Aprtculture, p. 2^3, 
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Character Loans and Restriction of Choice 

Granted equal safety, however, there is still 
another reason for the higher rate paid by the 
jfLtnerican farmer. In Canada the relationship be- 
tween the farmer and his banker is a purely busi- 
ness relationship. In America, particularly in the 
small towns, it is largely a personal relationship. 
In Canada, Jones can get a loan not because he is 
Jones but because his position and his tangible and 
ascertainable prospects of repayment warrant the 
loan. In America, the independent banker is by 
no means bhnd to these factors but he is more likely 
to view Jones in a personal light. “Character,” 
due entirely to the intimacy of the banker and his 
little community, receives an unconscious and im- 
ponderable emphasis. Sometimes Jones gets his 
loan largely because he is Jones. The vitality of 
that factor in banking judgment enables Jones to 
get a loan where a detached examination of his 
qualifications as a borrower might result in a denial. 

Unit BanMag and Monopoly 

On the other hand, Jones would have consider- 
able difficulty in getting a loan elsewhere. His 
banking account, such as it is, has always been 
maintained in the same bank and if he cannot get 
a loan there he is up against it. It is not like 
buying a pair of shoes. If local stores appear to 
charge too much, he can go to the next town and 
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make his purchases. Such freedom of choice for 
banking accommodation is not open to the ordinary 
apphcant for credit in the typical small American 
town. The local hanker, in fact, enjoys some of 
the attributes of monopoly power. He can charge 
Jones 10 per cent, and if Jones considers the rate 
exorbitant there is little he can do except try to 
get along without it. Unfortunately, he can rarely 
do that. 

Importance of Credit and Limitation of Opportunity 
Under Two Systems 

The failure of the application may halt an entire 
train of productive efforts even as the failure of a 
match may prevent a heap of fuel from yielding its 
warmth and energy. Furthermore, the attempt of 
Jones to secure accommodation elsewhere will 
hardly endear him to the local banker. Jones knows 
very well that he need never come back to the old 
bank. This is not the case when Jones buys shoes. 
It is not the case when he borrows from a branch 
bank in Canada. In the latter, there is cordiality, 
certainly, but the applicant is regarded imperson- 
ally. The merits which he has as an apphcant will 
open the door for him at one branch as well as at 
another. The branch managers work under similar 
rules and the position which estabhshes eligibility 
at one will in all likelihood estabhsh it at all the 
others. With a number of branches operating in 
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the same town we have the semblance of a capital 
market and competition among the sellers of a par- 
ticular service. The borrower has a real choice. 

Personal Bond Has the Faults of Its Virtue 

This is not the case in the small American town. 
The personal bond between the hanker and the 
chent prevents alteimative solicitations for credit 
and by the same token gives the banker the oppor- 
tunity to charge a higher rate. Paradoxical as it 
may seem, competition among the great Canadian 
banks seems to have prevented precisely that type 
of credit monopoly which the American contem- 
plates with such abhorrence. The unit banker, on 
the other hand, has found it possible to establish a 
type of petty local monopoly in some instances as 
vicious in its incidence on a small scale as anything 
which ever disturbed the reflections of our ardent 
legislative champions of freedom. 

Character of Canadian Competition Favors 
Eligible Borrower 

Our conclusion, then, on the subject of interest 
charges under branch and unit banking is that the 
Canadian borrower does enjoy a slight differential 
and that the able local borrower derives a benefit 
from a type of competition which we do not yet 
have in this country. On the other hand, it is prob- 
able that many applicants on this side of the border 

[ 213 ] 



BANK CONCENTRATION IN THE UNITED STATES 

secure aid who could not qualify under the Cana- 
dian system. Our local bankers do not discriminate 
among borrowers as do the branches of the Wey- 
burn Security Bank, for example, where the able 
borrowers pay 8 per cent, and the poor risks pay 
10 per cent. In our western communities the 
former support the latter. The result is a higher 
average rate. The spirit of enterprise finds a 
greater tolerance under unit banking and we pay 
the price in terms of heavier losses and higher rates. 
Is the pnce too great? 
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CHAPTER XI 


The Beanch Manages and Community 
Geowth 

No AUTOMATIC foimula has yet been evolved by 
which an applicant for a bank loan can be placed 
upon a scale and his integrity and ability weighed 
to determine the safety of the loan. The appraisal 
must stiU be personal. It is this character scrutiny 
which constitutes the final test of the banker’s skill 
and judgment. Can a salaried employe with im- 
permanent tenure and no proprietary interest in 
the business effectively discharge this respon- 
sibility? We can answer this only by a resort to 
experience. 

California Experience 

The laws of California have been very tolerant 
of branch banking and we find in that state the 
largest branch system in the country, embracing at 
the time of writing the parent bank and 292 
branches. To what extent are the managers of 
these branches able and free to exercise that vital 
personal judgment which is the distinguishing 
mark of the true banker? 
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City Brandies 

As far as the branches in the city of the parent 
bank are concerned, we may say that they are 
merely physically detached coxmters of the main 
bank. They are manned by from three to seven 
clerks who have practically no initiative or discre- 
tion whatsoever. All applications for loans are 
passed on to the main office and accommodations 
granted to applicants only in strict accordance with 
instructions. Where an mdependent bank within 
the city has been acqmred and converted into a 
branch there is some exception to the above state- 
ment and greater latitude in lending is permitted. 
However, most of the branch growth in the cities 
has taken place through the establishment of new 
offices and these are merely physical outposts of 
the mam bank in which all the vital banking func- 
tions remain centralized. Unless the applicant 
secures a direct contact with the source of discre- 
tion his personal qualifications as a borrower have 
been excluded from the evidence which finally de- 
termines the fate of his application, excepting only 
insofar as the branch manager succeeds in trans- 
mitting an impression on to Olympus. The branch 
office then is a more or less deadening insulation of 
that personal core upon which the independent 
banker relies.^ 

^An excellent account of the facts appears in Southworth, A. 
P., Bramh Bmhing %n the United States, pp. 99-109. 
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Country Branches 

The conduct of the country branches differs 
materially from that of the city branches. This is 
due first to the fact that practically all the branches 
have at some time in the recent past been indepen- 
dent banks. In their acquisition by the parent bank 
the original officers have been retained. The presi- 
dent of the former independent bank has become 
a vice-president of the greater bank and remains 
the chief executive officer of the branch. In fact 
some of the branch systems of California have more 
vice-presidents than a Latin-American army has 
generals. It is a gentle and euphemistic compro- 
mise with the old system. Within limits, the old 
officers retain the discretion and freedom of judg- 
ment which they possessed before they became 
members of the greater family. The fiction of in- 
dependence is thus maintained although the death 
warrant of the fact has already been signed. 

The Transitioii from Independent to Branch Banking 
The retention of identity has been facilitated 
by the physical difficulty of exercising the same 
measure of detailed supervision over distant coun- 
try branches as is possible with branches within the 
corporate limits of the city in which the parent 
bank is located. Unfortunately, vice-presidents, 
even vice-presidents of California banks, are not 
immortal. They do not partake in any sense of 
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the eternal life of the corporate entity of which they 
have become executive officers. When they pass 
on, as indeed some have already done, branch man- 
agers take their place. The threads of control are 
grasped a bit more firmly by the central office. In 
the course of time we may see a branch structure 
in California very much like that in Canada and 
England today. Already we hear complaints of 
the sterile formalism of California branch banking.® 

Braacli Managers in Canada 

Due to the greater maturity of branch banking 
in Canada we find the appointment of branch man- 
agers made on a different basis than in California. 
Presidents of small unit banks in Canada are an 
extinct race. The great banks therefore turn to 
employes, invariably men who have had from five 
to ten years’ training as accountants. They are 
first given some experience as relief managers in 
the districts to which they are eventually appointed. 
Once appointed, they appear to have considerable 
discretion in the granting of loans. In small towns 
the range is from $1000 to $15,000 and in the larger 
cities of such provinces as Manitoba and Alberta 
the limit reaches as high as $75,000.® The practice 
varies among the different chartered banks but it 

* Whaley-Eaton Questionnaire Branch Banking, p. 34, 

* Proceedings of Select Standing Oomrmttee, 1923i op, <?U*, 

pp 39^-393, ^ 
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seems quite clear that the Canadian branch man- 
ager enjoys a greater measure of discretion than 
is true of city branch managers in California or 
branch managers of any type in England. 

Velocity of Circulation of Branch. Managers 

The complaints of the Canadian seem to be 
directed chiefly to the brief and uncertain tenure of 
the branch manager. Evidence introduced at the 
hearings conducted by the Select Standing Com- 
mittee of the Canadian Parliament in 1923 indi- 
cated that the average tenure of a branch manager 
was about two and a half years.^ There have been 
special reasons for the velocity of turnover of 
branch managers. 

Reasons — Effects of War and Rapid Expansion 

The rapid expansion of Canadian banks during 
and after the war led to the equally rapid promo- 
tion of new managers and consequently to an ex- 
cessive turnover. It was not always possible to 
train a new manager properly before granting him 
an assignment. When we add to inexperience the 
alloy of incompetence which rapid selection cannot 
avoid and the kaleidoscopic shifting of positions it 
can readily be seen that branch b^nk management 
was properly the subject of severe criticism. 

*lhid, p 63^, 
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Particular Difficulty iu Banking 

The difficulty in banking is far greater than it 
would be in any other industry. The relationship 
between the banker and his chent is close and per- 
sonal. It is impossible for the manager to set up 
an infallible formula for credit accommodation. 
Accounting methods in rural communities are such 
that the insistence upon statements would bar many 
meritorious applicants from the bar of credit. We 
have already alluded to the fact that approximately 
two-thirds of the advances made by private bankers 
in our own country to farmers have been made on 
the basis of personal security. To the credit of 
Canadian banking intelligence and its adaptation 
to a serious impediment of large scale hanking it 
may be said that it has fully realized the vitality 
and importance of the personal factor in banking 
It serves to explain the amazing latitude granted 
to branch managers. 

The Tie Between the Manager and the Client 

It is in view of the importance of the personal 
judgment which the manager forms of the client 
that the frequency of change assumes such serious 
proportions. This judgment must be based to a 
certain extent upon continuous observations. The 
longer the manager knows the client the less liable 
to error will his appraisal be. A branch manager 
who has conducted a bank for three or four years 
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has accumulated a series of impressions of the 
bank’s customers based upon constant observations 
and contact which are invaluable in the determina- 
tion of individual credit problems. This acquired 
fund of impressions cannot be passed on to a suc- 
cessor who comes from without the community. It 
is utterly wasted when a change takes place. 

The Client Takes Punishment 

On the other hand the client suffers also. He 
has discussed his problems with the manager and 
acted upon his advice. He has come to look upon 
the man behind the manager’s desk as his friend. 
When suddenly a strange face greets him the per- 
sonal bond between himself and the bank has been 
severed and the process of spinning must com- 
mence all over again. 

An Injustice to the Client 

Sometimes the situation is more serious. The 
client has discussed his program with the manager 
and secured the promise of assistance. With that 
assurance he makes his own commitments and 
preparations. When he is ready to use the aid 
promised he discovers a new manager who has 
been i nstructed to “clean up” the district. This 
man has no sympathy with the plans of the client 
and no intention of abiding by the promises of his 
predecessor. Such an experience embitters the 
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applicant and undermines that happy relationship 
between hanker and client which is so essential to 
the effective discharge of the banking function. 

Three Causes 

The excessive turnover of branch bank man- 
agers has been due to three causes. Two of these 
have been beyond the control of the banks while 
the third is a phase of bank policy which can be 
modified. 

War Casualties and New Branches 

The war naturally took its toll of branch man- 
agers as it did elsewhere and it was necessary to 
fill the gaps. In the second place there was an 
abnormal expansion of bank branches during the 
early post-war years and it was necessary to find 
managers for the new branches. These changes 
involved a certain amount of shifting throughout 
the system. These are obviously temporary 
causes and will take care of themselves in the 
course of time. 

Rotation for Experience 

Of a different nature, however, were the 
changes which the banks effected for the purpose 
of providing training for their officers. On the 
whole their temporary appointment m one place 
only to be shifted shortly to another is hardly 
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the best type of experience. It may serve to 
establish with such an official certain formal and 
fast rules which he will set up in self defence as 
he is moved rapidly from one place to another. 
The experience is costly to the official himself, to 
the communities which he must serve in turn and 
finally to the hank which employs him. The 
banks, it should he said, are seeing the error of 
their ways and are abandoning this practice alto- 
gether or are providing experience in subordinate 
capacities. 

English Branch Managers 

English branch bank manager experience has 
been much the same as in Canada. The post-war 
period brought an excessive turnover of managers 
and served to accentuate the centralization of dis- 
cretionary power in the home office. The Eng- 
lish banks apparently have not gone as far as the 
Canadian banks in granting autonomy to their 
managers. The English manager in consequence 
is much more the “elderly clerk” type than is true 
of his Canadian counterpart. Apparently all 
applications for loans are first transmitted to the 
central office accompanied by the statement of the 
borrower. With it goes the recommendation of 
the branch manager and his judgment of the ap- 
plicant’s character, all submitted on proper forms. 
In cases where the applicant happens to be a 
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powerful and well known client the procedure is 
expedited and the local manager may call the 
central office by phone and secure an immediate 
decision. Customary borrowers are also granted 
a definite line of credit by the home office within 
which the manager is free to make advances with- 
out previous consultation with his superiors. This 
line of credit is checked periodically and the 
changed condition of the borrower taken into ac- 
count in altering or confirming it. 

Circulating Apprenticeship Being Abandoned 

The necessity for having local men in charge 
of local banks has been perceived by the great 
English banks. The practice of traimng officials 
through a circulatmg apprenticeship as branch 
manager of a number of different branches has 
been rather generally abandoned. A vacancy 
usually results in a scouring of the community for 
suitable local timber. The banks seem to feel 
that an able local man even though he know 
nothing of the technical phases of banking is pref- 
erable to a carefully trained stranger. If the man 
has other requisite qualifications for the position 
the acquisition of technical knowledge should be a 
simple matter. 

We see then that the importance of the per- 
sonal factor is being increasingly recognized by 
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our great branch systems. They are making in- 
telligent efforts to supply that particular element 
of effective banking which the unit banker has 
always been in a peculiarly advantageous position 
to provide. 

Branch Banking and Economic Development 

In view of the position and limitations of the 
branch manager, what effect does his displace- 
ment of the unit banker have upon the economic 
development of the community? The American 
student of banking has been so appalled by the 
impressive list of bank failures in this country 
during the post-war period and so elated by the 
apparent immunity of the Canadian banks that he 
has postulated a perfection for the latter which 
we have questioned and are questioning. With 
the thin gauze of superficial excellence he has 
combined certain abstract advantages such as 
unified control, mobility of funds, superior man- 
agement, and diversified risks to spin an illusion 
of faultless virtue.® 

Creditable Role of Canadian Banks 

Certainly the part played by the great banks 
in the development of Canada has been highly 

* For an idealistic description of the branch system as it 
operates m Canada see Foster F. Meredith, ‘‘Canada’s Experience 
With Branch Banking,” Avieric<iJti Bankers AssaciaUon Journal, 
February and March, 1930 Also Willis and Beckhar^ Foreign 
Banking Systems, pp* 447-450 
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creditable and the author has no desire to subtract 
one whit from their splendid record of service. 
However much branch banking may seem to 
check the spirit of enterprise, Canada has forged 
ahead in spite of that. It is also possible that 
branch banking as admimstered in Canada has 
succeeded in avoiding the discom'agement of indi- 
vidual initiative which seems elsewhere to have 
been the necessary consequence of branch bankmg. 
Nor does the economic growth of Canada sustain 
the fear that branch banking is contrary to the 
genius of a free people. The evidence clearly 
credits the Canadian banks with keeping abreast 
of the outposts of the Canadian frontier and pro- 
viding banking facihties for communities long 
before they could have enjoyed the same measure 
of service from unit banks. 

Branch Banking and Pioneer Development 

Large scale banking as practiced in the Do- 
minion displayed itself to advantage during this 
phase of Canadian development. A vast banking 
organization can subsidize its branches during 
their infancy. It can divert sustenance from its 
well established and profitable branches to the 
support of the new branches during that period 
when they are striking their roots. Although the 
desperate competitive race among the great 
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chartered banks to be the first in new fields 
led to branch excesses which were later passed on 
to the community in the form of higher interest 
rates, the latter in spite of that were no higher and 
probably not as high as the rates which similar 
American communities had to pay. Furthermore, 
the facihties provided the Canadian frontier com- 
mumties were sound and safe. They have been 
free from the wildcat and extravagant speculative 
character of our own early pioneer banking. The 
irresponsibility of our primitive banks and 'their 
frequent insolvencies have necessarily been a 
grievous strain upon communities already suffer- 
mg from capital impoverishment Such losses 
served to aggravate the void of capital. 

Joint Responsibility of Canadian Banks 

While the post-war period of Canadian bank- 
ing has on the whole registered as great a mortal- 
ity as our own banks the duty of amalgamation 
enforced by the Canadian Bankers Association as 
well as by the Minister of Finance placed the 
brunt of the losses in every case but one on the 
stockholders rather than on the depositors. This 
has been a great help to the far-flung rural areas 
of the Canadian West. The joint responsibility 
of the Canadian banks has in efiPect carried the 
banks through a prolonged period of depression 
with a minimum of inconvenience to depositors. 
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The baiiks have not only protected the assets of 
depositors but have maintained that confidence in 
the system as a whole which is the vital atmosphere 
of banking and prosperity. 

Appraisal of Role Difficult 

Great as has been the service of the Canadian 
banking system and free as we are to concede the 
tribute, there is nevertheless no warrant for assert- 
ing that Canada, economically, has attained her 
present enviable level because of the peculiar 
nature of the banking structure or that she would 
have been any less prosperous if she had matured 
with a unit banking system. 

It is rather idle to attempt to measure the 
beneficial or harmful effects of a given banking 
organization upon the economic development of a 
country by any objective standards. Statements 
of income, of wealth, of population growth, of 
years of prosperity compared to years of depres- 
sion, of increases in foreign trade, in freight car 
loading, pig iron production, department store 
sales, and bank clearings cannot be taken as 
criteria of economic progress for purposes of com- 
parison with some other country like our own 
which has not the highly developed branch bank- 
ing system of Canada. 
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Results Sh.ov?' Only That Economic Progress and Branch 
Banking Are Not Incompatible 

These yardsticks of progress are significant 
only in so far as they are yardsticks of progress. 
They fail utterly to prove that branch banking in 
the case of Canada has made that progress pos- 
sible. In a negative fashion they show that ex- 
ceptional economic well being is entirely com- 
patible with branch banking. If we try to demon- 
strate that the two are causally related we must 
press our demonstration to its logical conclusion. 
The growth and well being of Canada compares 
very favorably with our owm. In fact if we take 
some of the criteria to which we have alluded, i, e.j 
bank clearings, rate of population growth, and 
the number of years of prosperity in each business 
cycle, it is possible to “prove” that Canada has 
fared better than the United States. In fact one 
writer who regards the opponents of branch bank- 
ing as “diehards,” as visionary and tenacious ad- 
herents of a fallen cause, adduces the following 
evidence to confound these myopic advocates ut- 
' terly. He quotes from a certain statistical study 
of the business cycle the fact that Canada has en- 
joyed 1.86 years of prosperity for every year of 
depression, whereas the miserable United States 
has had but 1.79 years of prosperity for every 
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year of depression.® In itself this is an extremely 
precarious foundation upon which to rest the con- 
clusion of superior economic good fortune. To 
leap from this uncertain conclusion to another 
equally uncertain conclusion and aver that the 
hypothetical difference in well being is the result 
of a difference in hank structure is hardly war- 
ranted hy the facts. 

Canadian System Weakens in 1929 

We do not wish to shatter wantonly these 
agreeable and painstakingly invoked images but 
there is a point or two on the other side which 
deserves attention. In view of the exaggerated 
exaltation of the Canadian banking system it 
might be well to indicate that the chartered banks 
permitted their gold reserves to shrink to such a 
low point in the desire to realize the greatest 
economy that the strain of the stock boom of 1929 
virtually precipitated Canada off the gold stand- 
ard. The fact was not acknowledged with any 
fanfaronade or crash of cymbals but for a number 
of months Canadian exchange remained far below 
the gold export point. It normally takes but 
3/16ths of a cent to ship a dollar’s worth of gold 
from Montreal or Toronto to Hew York and on 
large shipments that cost can be improved. One- 

*Matcliell, W C, Business Cycles^ National Bureau of 
Economic Research, p 410 
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quarter of a cent usually shows ample profit for 
a gold shipment from Canada to the United 
States. Yet between the spring of 1929 and the 
late fall the premium on the American dollar was 
often in excess of 1 per cent, and at times reached 
2 per cent. It is somewhat disturbing to find this 
banking system operating on a margin so slender 
that the interruption m the flow of American in- 
vestments into Canada caused by the stock boom 
should catapult the country off the gold standard. 

Branch System Fails to Provide Salvation in 
Other Countries 

Inasmuch as the branch system in Canada 
demonstrated its talismanic virtues by providing 
that country with .07 years of prosperity more 
per year of depression than the unit banking sys- 
tem was able to assure the United States, why did 
it not have similarly beneficial effects in other 
countries where it was as firmly established as in 
Canada^ Here is England still in the slough of 
a post-war depression. What has happened to the 
formula of salvation? We have already referred 
to the Japanese debacle in industry and finance in 
1927. It occurred in spite of the advanced stage 
to which branch banking had attained in that 
country. This analysis is obviously not profound 
but if we are going to make an inventory of the 
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garden, let us count the weeds as well as the 
flowers. 

Both Systems Have Served Well 

It is entirely possible that if historical accidents 
had been reversed in the two countries so that the 
United States would now have branch banking 
and Canada unit banking the objective evidences 
of well being would be precisely the same. The 
banking system is but the handmaiden of the pro- 
ductive and distributive agents in the community. 
Productive power, the standard of living, the mar- 
gin of savings, and consequently the rate of cap- 
ital accumulation are dependent upon profound 
factors. Within reasonable variations of hank 
structure they are not substantially affected by the 
particular system of banking imder which they 
flourish. Such a system of banking may retard 
or stimulate these factors, but only within narrow 
limits. We doubt that such effects can ever be 
amenable to statistical measurement. Both branch 
and unit banking have served their respective com- 
munities weU. Whether the United States would 
have done better with branch banking than she 
has with unit banking is a problem of philosophic 
hypothetics. 
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CHAPTER XII 

Bank Concentration and Monopoly 

Three banks of New York City, the Chase Na- 
tional, the National City, and the Guaranty Trust, 
are now respectively the first, second, and fifth 
banks in the world in point of size. Pormer-gov- 
ernor Young of the Federal Reserve Board has 
estimated that one-half the banking resources of 
the nation are now in chain and branch systems, 
England has its “Big Five,” Italy its “Big Three,” 
France its “Big Four.” Canada has eleven banks, 
but four of these eleven control four-fifths of the 
banking resources of the Dominion. Are we like- 
wise about to witness the emergence of four or five 
colossal institutions which will dominate the bank- 
ing landscape even as it is dominated by the great 
banks in other countries? Are we destined to see 
the recrudescence of that age-old fear of monopoly 
which has nowhere possessed the virility it has in 
this country? Is there a reasonable basis for this 
fear? 

Fear of Monopoly 

Monopoly is a word of sinister connotations. 
The fear of monopoly, like an ugly shadow, casts 
an umbrageous pall upon American history. The 

[ 288 ] 



BANK CONCENTRATION IN THE UNITED STATES 

early colonists who came to this country left an 
England in which political favorites secured com- 
pensation m thei form of monopoly rights. A 
poverty stricken puhhc was ground mercilessly to 
yield the substance of dissipation. Economic doc- 
trine combined with these mamfestations of favor- 
itism to aggravate the burden. Mercantilism postu- 
lated the interference of the state m all forms of 
enterprise. Production and distribution were guided 
to yield maximum profits and to enable the state to 
realize greater power. 

State Guidance ef Production 

The colonists were told what to buy, where to 
buy, and the complementary obligations of selling. 
It was the duty of the early settlers to purchase all 
finished goods from Enghsh merchants and to sell 
raw materials to English producers. Monopoly 
was the economic corollary of despotism and the 
colonist dreaded the former more than the latter. 
It mattered not that his fears were often ill- 
founded. They served nevertheless to establish that 
profound complex of apprehensions which we may 
call the anti-monopoly phobia of the American 
people. 

Credit Restraint 

Nowhere did monopoly appear to operate with 
greater viciousness, according to our untutored 
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forebears, than in the matter of credit. Pioneer 
communities are invariably communities destitute 
of capital and burdened with debt. They sought 
desperately for rehef from this impecunious state. 
The colonial legislatures were more than complais- 
ant. Bills of credit were issued to enable debt- 
burdened constituents to postpone the day of 
reckoning. The ultimate elfect of note issue, oper- 
ating through higher prices and a declining value 
of the umt of payment, was to evaporate the burden 
of debt. This very attractive procedure the home 
government sought to discourage for reasons which 
were incomprehensible to the humble debtor. He 
could see in the efforts of the distant state certain 
malign influences which his political representatives 
have been seeing ever since. The forces that were 
raising the price of tea and powder were working 
in maleficent concert with those which provided 
credit. There is ample reason to believe that the 
resentment of the colonies against the note-issuing 
restrictions of England was a major cause of that 
war which finally permitted the successful rebels to 
provide their own currency. 

State Banks Come to Rescue 

The situation was scarcely improved by inde- 
pendence. Our leaders, with an understanding 
of the reason for Parliamentary restrictions 
not shared by their followers, imposed the very 
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restraints from which the soldiers of the revolu- 
tion thought they were emancipating themselves. 
Capital scarcity continued in the hinterland. The 
succor provided by the state hanks was eagerly 
embraced. In the profuse note issues of these 
banks the debtor found relief from a harrowing 
bond. 

First tr. S. Bank as an Instrument of Monopoly 

When the first United States Bank was char- 
tered the currency excesses of the state banks were 
subdued — ^to the great annoyance of their clients. 
The insistence of the Pmst Bank upon redemption 
was very embarrassing at times. This great bank 
appeared like a skeleton at a feast to put a stop to 
the humanitarian efforts of our small banks. Cer- 
tainly the relief of a debtor is a “humanitarian 
effort.” The most palatable explanation of the 
perversity of the United States Bank was its mo- 
nopolistic character. Only such an influence could 
explain its draining of those wells of human charity 
in the interior so eager to allay the distress of an 
harassed class. When the First Bank sought a 
renewal of its charter, our legislators turned thumbs 
down. The country banks resumed their beneflcent 
labors and again proceeded to supply impoverished 
communities with “capital.” 
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Difficult to Appreciate Feeling of Early Settler 
Toward Banks 

In spite of the fact that we have many legisla- 
tors who would have found the backwoods banking 
intelligence of a century ago entirely sound, it is 
difficult for most of us to grasp the virulent animus 
which the early farmer cherished toward a great 
banking enterprise. Even so well informed a 
thinker as Jefferson gave way to outbursts that 
would do credit to Senator Heflin.^ The story of 
the First Bank was repeated in the Second, J ack- 
son, for reasons that were not clear to himself, 
cherished an invincible suspicion of the institution. 
He tolerated it only imder pressure, Biddle was 
inept enough to provide him with an open eas-us 
belli and the president made himself the champion 
of all those elements which resented and feared 
concentrated money power. 

Elaborate Precautions to Protect Public 
Against Monopoly 

In the chartering of the banks every precaution 
was taken to protect the public against monopoly. 
Many states inserted elaborate provisions in the 
bank charters providing that initial subscription be 
opened in different parts of the state and limiting 
the number of shares which could be taken by one 
person. Congress, in chartering the First Bank of 

'See Nationtd Monetary Gommisnon, Vol. IV, pp 67, 68, 70-71. 
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the United States, required that subscription books 
should not be opened for more than three months 
(March 20, 1791, to July 1, 1791) to permit citi- 
zens in different parts of the country to prepare to 
subscribe and thus lessen the danger of concentra- 
tion.^ For three months after July 4 no one could 
subscribe for more than thirty shares on any one 
day. The provision for regressive voting was also 
inserted as a protection against monopoly. Thus 
twenty stockholders, each owning but one share, 
would have as great a voice in the selection of direc- 
tors as one shareholder with a hundred shares. The 
rotation of directors was an added precaution quite 
generally adopted. The prohibition of interlocking 
directorates was common to all state charters.^ 

Keeping Funds at Home 

The requirement that directors be local resi- 
dents in the community served by the bank was 
again a protection against absentee ownership and 
monopoly. It was not the result of a desire to have 
bank directors with a better understanding of com- 
munity needs. That is a comparatively modern 
refinement. These primitive borrowers were inter- 
ested less m being understood than in securing ade- 
quate funds. The struggle for funds was not so 
much between various economic classes as between 

’Dewey, Davis R, State Banking Before the Cioil War, 
pp 39-23 

•Ibrd, p 123. 
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communities. Today banking monopoly will result 
in the devotion of credit to favored industries or 
the stock market at the expense of the farmer. A 
hundred years ago it was the fear of interior com- 
munities that all credit would be used for the 
favored cities on the coast. We see a modern echo 
of this in the fulminations of John Skelton Wil- 
liams who advised the world during and after our 
post-war depression that it was the result of the 
monstrous absorption of all credit by our great 
New York banks ^ In England we find a similar 
reaction to the control of the great banks. There 
is complaint that the branches sweep all capital 
accumulations out of the country districts and send 
them to London, to the detriment of the communi- 
ties in which these savings find their origin.® 

Legislative Restrictions on Departure of Funds 

The forebears of the present American client 
took positive measures to prevent such drains. 
Many of the states called for a hmitation of bank 
loans not only to individuals but also to districts. 
The Bank of Kentucky, for example, could not 
lend more than two-fifths of its capital in Louis- 
ville. The balance had to be distributed among the 
branches. The Bank of Tennessee was required 
to publish a statement showing the amount to which 

* Congressional Itecord, I>ec ^0, 1950, pp 563, 565 

* Sykes, Joseph, The Present PosiUon of Pnglxsh Joint Stock 
Banking, pp TO-TT. 
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each district was entitled.® When the provishQn 
against lending more than 10 per cent, of capital' 
and surplus to any one borrower was included in 
the National Bank Act, it was placed there as much 
to prevent the benefits of banking to accrue to any 
one person as to safeguard the bank against exces- 
sive concentration of risk. 

National Bank Act the Triumph, of Individualism 

The National Bank Act itself is very definitely 
the triumph of individualism and a severe blow to 
concentration. The power to issue currency is 
taken out of private hands and placed virtually in 
those of the state. Branch banking is prohibited. 
This prohibition in large part is due to the associa- 
tion of certain banking abuses whose cause it was 
reputed to have been. Currency disorders and in- 
adequate and sometimes wholly phantom capital 
were evils whose apparent matrix was branch bank- 
ing. The correction of these ills therefore called for 
the extirpation of multiple bankmg. The intent 
was strengthened by the feeling that branch organ- 
ization permitted concentrated money power. 
There is much reason to believe that if this prohibi- 
tion had not been in the statute, banking in this 
coimtry would have followed the course pursued in 
other lands and provided us today with a limited 
number of giant banking institutions. 

*^8tate Bcmking^ Before the Otvil op c%t , pp 191-19^. 
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Banker as the Deliberate Agent of Distress 

The denial of branches, however, did not lay 
the spectre of monopoly. The distress of the post- 
Civil-War period brought its crop of radical move- 
ments. Each one paid appropriate homage to the 
moneyed powers. The gesture is extremely in- 
genuous. Economic distress may be defined as 
that state where one does not have enough money 
to pay his bills and buy the necessities of life. In 
a strictly practical sense it consists of a lack of 
money. Now if some have more money than they 
can use and others have not enough to keep the 
wolf from the door then the world is topsy turvy 
and something ought to be done about it. The first 
task is to locate the villain. He should be human 
if possible and susceptible to the judicial processes 
of indictment and pumshment. The banker is 
eminently ehgible. He is the source of funds. If 
distress exists then he is the malign source. He is 
the trustee of community wealth and if suffering 
there be then he is clearly to blame. This may not 
be correct but it has the supreme virtue of being 
dear to tabloid mentalities. It is truly surprising 
how often the truth can be made comprehensible 
by alteration. We find in the populist and green- 
back party platforms reverberant denundations of 
banking monopolies and the puerility of their 
economics is such that their inclusion is entirely in 
character. 
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The “Crime of *73” 

The bimetallic controversy is well within the 
memory of living men. Its turbulent course was 
marked by villification of the banking fraternity 
and vitriolic abuse of the moneyed conspirators. 
When the monetary laws of the land were codified 
in 1873 the admission of silver to the mint was 
barred. The ratio of the two metals, gold and 
silver, had discriminated against silver so long and 
the white metal had sought the open market in 
preference to the mint for so many years that it 
seemed an act of obvious law economy to omit men- 
tion of silver. When the market ratio shortly 
thereafter turned against silver it sought refuge in 
the mmt only to find the doors closed. The chagrin 
of the Silver advocates joining forces with the dis- 
tressed farmers turned upon the bankers in bitter 
abuse. The incident became the “crime of ’73” 
and the villainous malefactors resided somewhere 
in Gotham. 

Altering the Truth to Make It Clear 

The position of the defenders of American 
liberty was taken by Mr. Coin. Coin’s school issued 
a number of pamphlets which had a tremendous 
circulation.® Although they constituted an egre- 
gious misrepresentation of the case they had the 

*See ^in. On. Money Trusts and Invperiahsmj 1901 and 
Harvey, W H, Patriots of America^ 1895 
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supreme popular virtue of being clear and colorful. 
They portrayed credit and money as the sine qua 
non of modern life. It was possible for man to 
get along without bread. He could do without 
water. But money and credit? Modem civiliza- 
tion found them indispensable and if man vrould 
live he must use them. 

Source of Legislative Knowledge 

Having established the \’ital necessity of a 
medium of exchange, the inspired IMr. Coin demon- 
strated its absolute control by a small group of 
wealthy, selfish, and entirely conscienceless con- 
spirators. Mr. Coin has passed on, but a little at- 
tention to some of our Senate debates will reveal 
his continuing influence. It will disclose the source 
of some of our legislative knowledge of banking. 

Appointing Thieves as Watchmen 

Mr. Coin made much of the fact that the Secre- 
tary of the Treasury and the Comptroller of the 
Currency were both bankers. That seemed like 
placing thieves in charge of the family jewels. To 
appoint bankers to handle banking problems 
seemed not only the extremity of impropriety but 
the last word in wanton folly. Our present Con- 
gress is chafing under the consciousness that in one 
case, that of the Secretary of the Treasury, it has 
made the same blunder. Such error has not crept 
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into the appointment of the Federal Reserve 
Board. It is generously balanced for non-banking 
elements and one member at least must be a “dirt 
farmer.” 

The Pujo Comjnittee 

The labors of the Pujo Committee ® were al- 
most entirely the result of fears that a measure of 
actual concentration existed, not apparent on the 
surface, which was inimical to the public weal. The 
political sleuths of the national legislatm’e spent 
many months at their arduous task until the hideous 
truth stood forth fully revealed. It was the ancient 
tale of the mountain that labored. 

Federal Reserve Act 

Then came the Federal Reserve Act. Here 
Congress found itself torn between desire and fear. 
It recognized the antiquated monetary and credit 
mechanism of the land. It was willing to clear 
away the deadwood of legislative impedimenta and 
create a new structure attuned to the needs of an- 
other age. On the other hand it seemed like hand- 
ing the national patrimony of independence on a 
platter to a single group. That decentralization 
and local autonomy in banking matters wherein 
the nation had found safety against the encroach- 

^'^Money Trusf* I'lwe^tigaUon, Subcommittee, House Banking 
and Currency Committee, 191^-13 
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ments of monopoly was about to cease. Final Tital 
judgment would henceforth repose in a small body 
of men in Washington. To deliberately create 
what they had desperately sought to prevent was 
too much. An illusion of decentralization was 
created. We now have twelve Federal Reserve 
banks instead of one, although power is concen- 
trated in one place even as it would have been with 
but a single bank. The twelve banks are mute and 
otherwise futile tribute to the power of fear. 

Chasing Spooks 

Came the war and depression. The farmer suf- 
fered. The farmer’s representative suffered. The 
old spectre was dragged forth. His attire was 
changed to suit new styles. The elixir of political 
buncombe was poured into his imponderable vitals 
and he rattled his bones as of yore. The populace 
trembled. A commission of investigation was ap- 
pointed. It was known as the J oint Commission of 
Agricultural Inquiry. It produced a crop consist- 
ing of three volumes of hearings and four volumes 
of verdicts.^® With some left-handed and rather 
mild criticism of the credit policy of the Federal 
Reserve Board the commission reluctantly con- 
cluded that there was no credit conspiracy or imdue 
credit constraint, that Wall Street and business did 

Hearings, Joint Oomumsston of AgHcnltwtal Jngitiry, 3 Vols. 
Report, Joint Commission of AgriculPural Inquiry^ 4 parts Govern- 
ment Printing Office, Washington, D. C, 1991 
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not get an undue portion of the nation’s credit and 
that the farmer on the whole was treated with con- 
siderate hherahty. The ghost was — ^well — just a 
ghost. 

A Slight Basis far Fear — The Gould Comer on Gold 

This spectral political ally has been trotted out 
so often and over so long a period of time that one 
is impelled to ask “Does he possess any substance 
or is he a simon pure hallucination?” American 
history provides at least one instance of a corner m 
the foundation of credit which proved disastrous. 
Mr. Jay Gould, discovering some leisure moments 
from the arduous task of rmning the Erie Railroad, 
conceived the idea of setting a trap for exporters 
by cornering the supply of gold. The exporter 
usually sold his gold short in order to protect him- 
self against any fluctuations m its price. When he 
finally secured a negotiable bill against his exports 
he sold it and with the proceeds made good his con- 
tract to deliver gold. The technique of the hedging 
process is such that he was automatically safe- 
guarded against ordinary fluctuations in the price 
of gold. Mr. Gould, with the aid of a clique of 
brokers, speculators and Tammany politicians, and 
a bribe to an influential relative of President Grant 
who was counted upon to keep the Treasurer out 
of the market, secured a corner on gold. The 
twenty-fourth of September, 1869, was the fateful 
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day. About 250 individuals and firms were caugbt 
in the net of the conspirators and fleeced. The con- 
sequences were descnbed by a Committee of Con- 
gress : 

“Hundreds of firms engaged in legitimate busi- 
ness were wholly ruined or seriously crippled. Im- 
porters of foreign goods were for many days at the 
mercy of the gamblers and suffered heavy losses. 
For many weeks the business of the whole country 
was paralyzed, a vast volume of currency was drawn 
from the great channels of industry and held in the 
grasp of the conspirators. The foundations of busi- 
ness morality were rudely shaken, and the numerous 
defalcations that shortly followed are clearly 
traceable to the mad spirit engendered by specula- 
tion.” “ 

Such a crisis need not occur every day to give 
the hue and cry of the demagogue the tone of plaus- 
ibility. 

The City of Toledo, 1889 

Another instance of similar import which was 
extravagantly exploited at the time was the at- 
tempt of the City of Toledo, in 1889, to sell bonds 
with the proceeds of which it intended to install its 
own natural gas mains. The Standard Oil Com- 
pany had intended to undertake this task but in- 

^Quoted bjr Horace White# Money and Banking j Sad edition# 
pp 15S-153. 
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sisted on rates so utterly predatory that the city 
revolted. Toledo had been properly authorized to 
sell $750,000 of bonds to effect its release from 
bondage. So great was the power of the oil com- 
pany that it succeeded in undermining the credit 
of the city and causing the issue to fail. The city, 
by resort to various heroic expedients, finally suc- 
ceeded in completing its pipe line but the experience 
was a disagreeable object lesson of sinister and 
rather stupid monopoly. 

Democratic Government and Public Protection 

We must conclude then that the fear of mo- 
nopoly in the past at least had some justification. It 
is a singular fact, however, that at the very time 
when the restraining hand of governmental power 
was most needed to protect the public it was most 
impotent. The eighties and nineties of the last cen- 
tury were the golden age of industrial piracy. Look- 
‘ ing at the great captains of industry who held sway 
at that time and in word and deed emphatically 
damned the public, one can well raise the old Greek 
question, “What is the difference between a suc- 
cessful merchant and a pirate?” It was then that 
the public needed protection. It is a sorry com- 
mentary on the efficacy of democratic government 
that its right arm was paralyzed by corruption. 
Now that business ethics have taken a turn for the 
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better, the hoary prophets rise in bombastic defence 
of their charges. 

Important Distinctions 

The fear and fury of the selfless defenders of 
human rights fail to take certain important distinc- 
tions into account. The first is the distinction be- 
tween money power and money monopoly, and the 
second, that between co-operation and monopoly. 

The Power of Wealth and Monopoly 

The power of great wealth requires no exposi- 
tion. Like fire it may do either good or harm. Our 
great welfare foundations are impressive evidence 
of the benefits to which the public has fallen heir. 
On the other hand we have the example of a Secre- 
tary of the Interior “borrowing” $100,000 from a 
connoisseur of oils to facilitate a transaction which 
the court characterized as “tainted with fraud.” 
Such a use of wealth leaves a bad taste. It makes 
ideal demagogiq pabulum. Although the example 
is used to embellish the evil of concentrated wealth, 
it has in fact nothing to do with the question of 
credit monopoly. The latter may have manifesta- 
tions just as vicious as the former. By the same 
token it may prove just as beneficent. Our point 
is that the power of great weaHh is a problem, if 
such it be, separate and distinct from that of a credit 
monopoly. 
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Co-operation and Monopoly 

Our second distinction is that between co-opera- 
tion and monopoly. Both call for concert and 
team-play. The difference may he reduced to a 
matter of the degree of cohesion and unity of con- 
trol and also possibly to a question of intent. When 
in November, 1929, a consortium of bankers headed 
by the House of Morgan, met to check a disastrous 
drop in the stock market, we had a form of co-op- 
eration which in that particular instance bore no 
peril to the public. When Professor McGibbon 
discovered that the representatives of the chartered 
banks met in Winnipeg to decide on rates to be 
charged to clients he saw the matter in a different 
hght. So likewise did certain members of the Cana- 
dian Parhament.^® 

The Nature of Monopoly 

Such co-operation is capable of abuse at the 
expense of the public. Yet it must be recognized 
that bankers have the right to protect themselves 
against destructive competition We have granted 
that right to our own business men through the 
tolerance of open price trade associations which 
have introduced a note of wholesome stability bene- 
ficial to the public, the worker and the stockholder. 
Monopoly goes much further than this. In the 
place of co-operation we have the subservience of 

^ House of Commons Debates, June 19, 1923, pp, 4*105, 41^5. 
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all the constituent elements to a single arbitrary 
will. Such unity of direction carries with it control 
of supply and, within the tolerance of the market, 
control of the price. The Federal Reserve Board 
clearly has such power over our gold supply. Organ- 
ized enterprise as well as the common man is experi- 
encing diminishing contacts with gold. Its concern 
is with credit. Is it possible for the present con- 
centration movement in hanking to proceed to a 
point where a single individual or small group may 
say, “This entrepreneurial plant shall have water 
and may flourish. That plant shall not have water 
and must die”? 

Concentration m Canada 

Let us turn to Canada and England for light 
on this question. The tide of concentration in the 
Dominion has moved with barely a pause. During 
the first twenty-five years of the present century 
the Canadian banks almost doubled in size every 
five years. In 1905 Canada had thirty-four char- 
tered banks. Today she has ten. In 1905 four 
banks held 40 per cent, of the aggregate resources 
of all the banlcs. Today those same four banks hold 
80 per cent, of the aggregate resources. Two of 
these banks, the Bank of Montreal and the Royal 
Bank of Canada, account for more than half the 
banking assets of the Dominion.^® It must be con- 

“ Canada Tear Book^ 1929, 
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fessed that the Canadians viewed this phenomenon 
with some uneasiness. When Parliament pressed 
its inquiry into banking in 1923 the matter was 
given attention. 

A Canadian Banker on the Ultimate of Concentration 

Sir Edmund Walker is on the stand and is 
deploring the tendency of democracies to interfere 
with “the natural processes of life.” He thinks that 
the regulation of interest rates and even railroad 
rates should be left to these natural processes. It 
is an apt occasion for a question and a member of 
the committee puts the following query to him, 
“And do you suggest that these mergers are in 
the public interest?” 

A. “They enable us to serve the public a great 
deal better than we would without them.” 

Q. “Would there be a point beyond which it 
should not go? For instance there might be a pos- 
sibility of getting down to one bank.” 

A. “That is quite possible.” 

Q. “Would that be desirable*” 

A. “I think the result of that would be the 
establishment of another bank at once. ... I think 
several would be started for that matter. I think 
that would take care of itself at a certain point.”^^ 
It is interesting to note in this connection that 

Ffoceedmga of the Select Standing Committee, 19^3, p 53^. 
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Barclays Bank of London organized a Canadian 
affiliate which commenced business in 1929. 

Canadian Parliament Imposes Restraints on Further 
Amalgamations 

The assurances of Sir Edmund and his animad- 
versions on the frailty of democracies failed to stir 
the committee and the Bank Act of 1923 contained 
certain provisions which Parliament thought would 
be a trifle more effective than natural processes. 
The Act requires the consent of the Governor-in- 
Coundl, based upon the recommendations of the 
Minister of Finance and the Receiver Grcneral, be- 
fore a merger can take place.^® In the United 
States this procedure would correspond to a recom- 
mendation of the Secretary of the Treasury and the 
Comptroller of the Currency, approved by the 
President, with the consent of his cabinet. It is 
significant that six mergers have taken place since 
1923. 

Cauadiaa Bankers Association Passes Upon New 
Applicants 

In spite of the greater supervision of banking by 
the state, the superficial aspect of banking in 
Canada is sinister. The bankers appear to be an 
exclusive group with the right to pass upon new 
members and to determine succession. A new 

” Sections 99-111. 
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bank seeking to join this circle must apply first 
to the Canadian Bankers Association, consistmg 
of banks already in the field. The law places 
this association in the position of passing upon 
all prospective competitors. 'The association re- 
ports to the Mimster of Finance and if the report 
is adverse the appheant fails to get a charter. 
It seems, therefore, as if the cards are stacked 
against the newcomer. 

Uniform Practice 

There is also a certain uniformity required of 
all the banks in the association. Some are overt 
and others are covert. The rates paid upon de- 
posits, the rates charged for loans, and the commis- 
sions of various kinds paid for a variety of banking 
services are practically umform as between the dif- 
ferent banks in any given section of the country. 

Some Unifomuly in This Country 

The reverse side of the shield modifies this im- 
pression. In our own country we find approximate 
uniformity of deposit rates and service charges in 
any particular community although the banks in 
that community are independent. As in Canada, 
our bankers’ associations and clearing-house associa- 
tions formulate rules of bank practice which the 
great majority of the member banks follow. 
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Responsibility of Canadian Bankers Association for 
Failures 

Although the Canadian Bankers Association 
passes upon new members — an extraordinary privi- 
lege — ^there is also the correlative responsibility- 
There have been very few bank failures in Canada 
due chiefly to the readiness of solvent banks to as- 
sume the liabilities of institutions on the brink of 
failure. So definite is this responsibihty that a 
Finance Minister stated before a Parliamentary 
committee that he could force the Canadian Bankers 
Association to assume the liabilities of a failing 
bank even though there is no legislative sanction for 
such a procedure in the Canadian banking laws.^* 
“Co-operation” fits the Canadian banking situation 
much better than “monopoly.” 

Investor Instead of Depositor Takes the Punishment 

While this team-work among the Canadian 
banks may exact a price and present some unwhole- 
some aspects, it nevertheless provides a measure of 
compensation. The latter consists chiefly of the 
assumption of risks by the stockholder rather than 
the depositor. It is to be noted that in Canada the 
shareholder bears the bnmt — not all — of bank 
losses. In the United States the inadequate capital 
structure of many of our banks imposes a certain 

Thomas White, Royal Commission to Inquire into and Re- 
port upon Affairs of the Homs Bank of Oanmdaj p, 359, 
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amount of rough treatment upon the bank deposi- 
tor. This fact should be kept clearly in mind by 
the investor who thinks that bank mergers result 
in greater profits. He should examine carefully the 
dividend record of the Canadian and English banks. 

The Great English Banks 

The dominance of the great English banks has 
long been pressed upon our attention. They have 
grown even as our own banks are growing through 
a process of amalgamation and direct expansion. 
The “Big Five” is no idle rhetorical term. This 
small group of banks holds more than 91 per cent, 
of the resources of the joint stock banks of the 
United Kingdom, Of the banks still remaining 
outside this circle of Titans, a number are owned 
by one or another of this group. Their sphere of 
influence is far flung and profound. They reach to 
all parts of the globe. Their complementary affilia- 
tions through interlocking directorates and stock 
holdings enable them to direct the course of British 
trade and industry throughout a vast empire. 

English Apprehension 

This giganticism has long since disturbed the 
equanimity of the Englishman. By 1918 it had 
proceeded to a point where an oflftdal inquiry was 
considered necessary. The Chancellor of the Ex- 
chequer appointed a Treasury Committee at the 
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head of which were Lords Colwyn and Cunliffe. 
OSne scrutinizes the committee in vain for a trace 
of pink. Even an Englishman would grant its con- 
servatism. In view of which we shall permit the 
committee to speak for itself on the effect of amal- 
gamations upon competition and the danger of 
monopoly.^'’’ 

The Treasury Committee 

^'Dangers of reduced, competition. — Although, 
in the past, we believe that amalgamations have not, 
in most instances, led to a reduction of bank com- 
petition, yet, as we have pointed out in paragraph 
6 (a) above, in London (and possibly before long 
in certain large towns) amalgamations between 
large joint stock hanks must now usually mean a 
net reduction in the number of competing banks. It 
is true that this reduction is only slight in each case, 
and that there still remain at present a fair number 
of competing banks. But we have received repre- 
sentations from certain municipal corporations to 
the effect that hanks vary much in their wil- 
lingness to allow reasonable overdraft facilities to 
corporations, and that sufficient money, and cheap 
enough money, has only been obtained hitherto by 
resorting to different banks, the number of which 
is now falling steadily. On this ground a number 

Hefport of Treasury CouMmttee on Bank Anialyomicttions, 
1918, London^ p 6. 
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of resolutions have been forwarded to us by corpo- 
rations protesting against further amalgamations, 
and suggesting that it is not in the national interest 
that large funds belonging to the public should be 
in the hands of a few companies. 

Effect OE Money Market 

“Strong representations have, on similar 
grounds, been made to us on behalf of the Stock 
Exchange and the Money Market. It is claimed 
that the world-wide fame of the London Market 
before the war was due to the freedom with which 
London bills could be negotiated, owing to the ease 
with which Discount Houses obtained ample funds 
from a wide number of banks, and that the fewer 
the lending constituents in the Discount Market, 
the less flexible is the market and the less fine the 
rates. It is added that the number of members in 
the Clearing House is already becoming very small, 
and that any further decrease in the number of its 
constituent members, or any greatly preponderant 
power on the part of particular members, might 
impair confidences in its smooth working and raise 
apprehensions in the market. Moreover, it is 
pointed out that a reduction in the number of im- 
portant Banks must mean, and has already meant, 
a reduction in the number of first-class acceptors 
of bills, and that if this reduction proceeded very 
far, it would become a question whether the Bank 
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of England would not have to place a limit on the 
amount of acceptances which they would take from 
any partic\ilar bank doing a large accepting busi- 
ness, and whether Continental buyers would not 
limit the number of hills taken by them. 

"The Hanger of Monopoly . — It has been repre- 
sented to us that there is a real danger lest one 
bank, by the gradual extension of its connections, 
may obtain such a position that it can attract an 
altogether preponderant amount of banking busi- 
ness; or, alternatively, lest two banks may approach 
such a position independently and then achieve it by 
amalgamation. 

Danger of Public Control 

“Any approach to a banking combine or Money 
Trust, by this or any other means, would undoubt- 
edly cause great apprehension to all classes of the 
community and give rise to a demand for national- 
ising the banking trade. Such a combine would 
mean that the financial safety of the country, and 
the interest of individual depositors and traders, 
would be placed in the hands of a few individuals, 
who would naturally operate mainly in the interests 
of the shareholders. Moreover, the position of the 
Bank of England — which would, it may be as- 
sumed, stand outside any such Trust — would be 
seriously undermined by so overwhelming a com- 
bination, and the Bank might find it extremely dif- 
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ficult to carry out its very important duties as sup- 
porter and regulator of the Money Market. Any 
such result would, in our opinion, be a grave menace 
to the public interest. 

“Further, it has been represented to us that the 
Government of the day might not find it easy to 
adopt a course of which the combine, for its own 
reasons, disapproved. 

“While we believe that there is at present no 
idea of a Money Trust, it appears to us not alto- 
gether impossible that circumstances might produce 
something approaching to it at a comparatively 
early date. Experience shows that, in order to pre- 
serve an approximate equality of resources and of 
competitive power, the larger Enghsh banks con- 
sider it necessary to meet each important amalga- 
mation, sooner or later, by another. If, therefore, 
the argument from size, referred to in paragraph 6 
(b) above, is to prevail, it can only lead, and fairly 
rapidly, to the creation of a very few preponderant 
combinations; and if those combinations amalga- 
mated, or entered into a joint agreement as to rates 
and policy, &c., the Money Trust would immedi- 
ately spring to birth.” 

A Comptroller Sees Danger of Monopoly in this Country 

What has been the reaction to the danger of 
monopoly in this country? In the 1923 report the 
Comptroller of the Currency, Henry M. Dawes, 
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called attention to the danger of monopoly inherent 
in an extension of the branch hanking system. 
Arguing from an analogy with other countries he 
contended that the ultimate of concentration was 
inevitable. Mr. Dawes maintained that a tolerance 
of great branch systems would sound the death knell 
of the independent unit bank.^® Experience in other 
countries indicates that the two cannot exist side 
by side. Furthermore, he saw the economic future 
of American communities placed at the mercy of 
great banking systems. By arbitrary decisions a dis- 
tant management could determine the flow of funds 
from community to community. If it should decide 
that the assets of the system might better consist of 
commercial paper than farm notes there might re- 
sult a more liquid portfolio but at the price of rural 
development. 

Effect of Great BanMag System on Community Life 
“The bank would have the power to retard or 
to encourage the development of a given commu- 
nity or individual enterprise. In this connection it 
has been well said that if the sudden creation of 
great branch banking systems resulted in withdraw- 
ing funds from the support of rural communities in 
order that they may be invested in self -liquidating 
commercial paper originating elsewhere, then it will 
be true that sound abstract banking principles will 

^B>6port of Comptroller of the Currency j 1933, pp. 9-10, 
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have been applied, but at a cost to the future devel- 
opment of the rural communities that will far out- 
weigh any advantages that may be gained.” 

A View Not Entirely Warranted 

This seems to be an unwai'ranted view of the 
dangers threatened by the development of branch 
systems. We have already conceded elsewhere that 
the expansion of branch banking would constitute 
a wet blanket upon the spirit of petty enterprise and 
that the substitution of the branch manager for the 
independent bank president would deprive Ameri- 
can community life of an influence whose value 
could not be measured. That the farmer in a land 
where no other class is as articulate politically, 
should suffer because of inadequate credit is scarcely 
supported by the facts. While branch banking 
may impair the ability of the banking system to 
adapt itself to the peculiar character of the farmer 
client this has already been compensated for in part 
at least by other and wholly extraordinary measures 
taken by the state. 

Statutory Provision for Farmer 

Congress has provided a royal road to credit for 
the farmer. Farm paper has the right to remain in 
the portfolio of a Federal Reserve Bank for nine 
months. It is a privilege not shared by other paper. 

p 10 
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In 1916 Congress created twelve Federal Land 
banks and encouraged the organization of private 
joint stock land banks. Uncle Sam contributed 
about 99.8 per cent, of the original capital of the 
Federal Land banks. The J oint Stock Land banks 
and the Federal Land banks both had the right to 
sell tax-exempt bonds, the proceeds of which were 
loaned to farmers at rates not exceeding that car- 
ried by the bonds by more than 1 per cent. In 1923 
twelve Intermediate Credit banks were organized, 
all of the capital of ivhich was subscnbed by the 
Federal Government. In 1929 the Farm Market- 
ing Act was passed which set aside a half billion 
dollars in the Federal Treasury to help the farmer 
achieve parity with industry through a stabilization 
of the prices of farm products. The money loaned 
to co-operatives could not bear mterest exceeding 4 
per cent. The farmer has virtually been granted a 
latchkey to the nation’s credit and the plea that he 
may suffer as a result of branch banking fails to stir 
any sympathy in this bosom. 

Aaticipatiiig the Danger 

Congress is not unmindful of its duty in the 
premises. It would hardly neglect such a succulent 
political issue as the possibility of a “money trust” 
presents. A number of bills dealing with the sub- 
ject have already been introduced. 
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Proposal of Representative McFadden 

Representative McFadden has introduced a 
measure designed to provide more effective super- 
vision of chain and group hanking. He would con- 
centrate the function of examination of all banks 
which are members of the Federal Reserve System 
in the Comptroller’s office. The measure includes 
the supervision of “affiliated corporations” which is 
designed to cover holding companies. 

Representative Goldsborough 

Representative Goldsborough beheves in posi- 
tive measures. It will be recalled that he introduced 
the Goldsborough Bill in 1922 which was the leg- 
islative embodiment of Irving Fisher’s compensated 
dollar. His bank bill would deprive all national 
bank shares held in trust or owned by a corporation 
of all voting rights, would prevent any bank or cor- 
poration owning stock in a state member bank of 
the Federal Reserve System from voting such stock. 
Finally he would impose a tax of two cents per $100 
on every check drawn on any bank which establishes 
an additional branch or any bank more than 25 per 
cent, of whose stock is owned by any corporation. 

R* 706^, 71st Congress j Jan 6, 1930» For a more com- 
plete description of banking measures in the 71st Ckmgress see 
Jov/rnal of the Amer%can Bmkers Association, February, 1930, 
pp 741. et, seq. 

R^ 11788, 67th Congress, ^nd Session, 

R 8363, 71st Congress, Jan 1930. 
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Representative Strong 

Representative Strong, whose name is also asso- 
ciated with the movement to stabilize prices by legis- 
lation,^® has introduced a bill to prohibit group or 
chain banking.®* Mr. Strong refuses to compromise 
with errant banks which insist on selling their birth- 
right. A national bank which is member of a group 
or chain must forfeit its charter. If the offending 
institution is a state member bank it will forfeit its 
stock in the Federal Reserve bank. Finally any 
bank branded with the guilt of association with 
other banks will be denied the use of the mads, and 
the transportation of any commodity or article in 
interstate or foreign commerce. 

Representative Beedy 

On the other side, and far more moderate and 
rational in tone than the last two proposals is one 
by Mr. Beedy authorizing national banks to ac- 
quire or establish branches within a Federal Reserve 
District subject to the regulations of the Comptrol- 
ler regarding capital and surplus. It also admits 
state banks to membership in the Federal Reserve 
System without reference to the location of their 
branches. Finally it grants the Comptroller the 
power of inspection and examination of any corpo- 

";H. R. 78»5, 69th Congress, 1st Session, March 34, 1936. 

« H R 836T, Tlst Congress, Jan 9, 1930. 

«H. R. 8006, Tlst Congress. Jan. 6, 1930. 
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ration which owns or controls a majority of the 
stock of more than one member bank. 

Fear of Monopoly Abating 

In spite of the extreme measures proposed by 
Representatives Goldsborough and Strong the pub- 
lic fear of monopoly is less evident than in the past 
There is a feeling that the concentration movement 
is inevitable and the natural concomitant of similar 
movements in other fields. It is rather difficult for 
the common man to see why the hanks should he 
singled out for repressive legislation not directed to 
other forms of concentration. He is unable to see 
why large units or multiple units in banking should 
hazard his peace and joy any more than the United 
States Steel Corporation or the chain stores. 
Finally he is persuaded that a higher standard of 
business ethics prevails today and that a degree of 
concentration which might have jeopardized his 
welfare a generation ago is today either innocuous 
or fraught at the worst with negligible peril. How 
much headway our atavistic representatives will 
make against this sentiment is uncertain. That they 
will struggle desperately to make an issue of it 
seems assured. 


[ 266 ] 



CHAPTER XIII 


Banking Concentration and the Federae 
Reserve System 

The creation oe the Federal Reserve System was 
the reply of American unit hanking to the highly 
centralized systems of other nations. The latter 
possessed certain virtues whose absence we felt keen- 
ly. Our banking army was scattered over 25,000 
posts. There was a certain unity and cohesion 
among the stronger elements hut the system func- 
tioned awkwardly with an appalling waste of 
energy. The facility with which it collapsed in 
times of stress gave the nation a feeling of insecur- 
ity and inadequacy which the integrity and skillful 
conduct of individual hanks could not allay. Our 
gold reserves, impressive in the aggregate, when 
scattered among thousands of hanks with no scheme 
or assurance of co-operation in a crisis, failed ut- 
terly to stem those periodical credit debacles which 
afflicted the nation. 

Inelasticity of Credit 

In addition to the impotence and inadequacy of 
our gold reserves, there was the inability of our 
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system of banks to adjust their credit accommoda- 
tions to the changing needs of enterprise. There 
were occasions when the land required more credit 
and could not have it and others when the banks 
had too much credit and could not use it. Then 
there was the immobility of our banking funds. We 
have already called attention to the crude devices 
by which we sought to render the redundant funds 
of one community available to another in want. The 
channels through which the funds moved laboriously 
from place to place were cluttered with obstruc- 
tions, costly in the end to the borrower and detri- 
mental to the lender. The centralized banking sys- 
tems of other nations, in many ways not as far ad- 
vanced economically as we, possessed the three car- 
dinal virtues of a banking structure, economy of 
gold reserve, elasticity of credit and mobility of 
funds. Our own lack of them embarrassed us 
directly through costly and inefficient credit service 
and indirectly by undermining our pride and con- 
fidence in the system. 

Our Defects the Result of Unit Bankmg 

Be it remembered that this situation would not 
have existed if banking in this country had devel- 
oped as it did in Canada and England. It was the 
penalty which America paid for unit banking. In 
order to preserve the advantages of the latter and 
sweep away those defects which constituted a re- 
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proaeh to our banking organization, we created a 
system of super-banks. These banks centralized 
our reserves. They impai'ted an elasticity to our 
credit and currency which equalled, if it did not 
excel, that of any other nation. They made possible 
a mobility of capital and credit which had been the 
envied attribute of the concentrated banking sys- 
tems of other nations. The Federal Reserve Sys- 
tem, in other words, fortified the unit banks of 
this country in such a way that they were able to 
provide their clients with a type of service as com- 
prehensive and competent as that of the great 
banks of Canada and the continent. 

Shall We Reject the Remedy? 

This political adaptation of our small indepen- 
dent banks to the requirements of a complex indus- 
trial society appears now to be in a process of 
rejection. Are the banks through concentration 
about to repudiate the instrument painstakingly 
created for their benefit? Is it a displacement that 
we may view with indifference? Shall we invoke 
the grand old 100 per cent. American expedient 
and do something about it? 

Reserve Sj^tem as Ideal Embodiment of Centralization 

We have already alluded to the position of 
former Comptroller Henry M. Dawes. He held 
that the Federal Reserve System is an ideal correla- 
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tive in the field of banking to our political organiza- 
tion, It provides for centralization of those 
functions of a banking system which may best be 
ad mi nistered from Washington and permits local 
autonomy in those matters which had best be left 
to local discretion. It assures a “regulated co- 
operation of hanking facilities.”^ To deny or 
destroy this instrument would be a step backward 
in our banking development. 

Positaon of Comptroller Dawes 

He then proceeds to show that the development 
of a great banking system within this system, usurp- 
ing the very functions which the Reserve banks 
had been created to discharge, would gradually 
emasculate and finally dominate the central bank. 
These great branch systems would be in a position 
to make demands and exert an influence which 
would subvert the capacity of the Reserve banks to 
serve the public in the manner intended by law. 

Finally Mr. Dawes sees an element of real 
danger in that stage of amalgamation when but 
five or six mammoth banking systems operate in 
the land. It is unreasonable to suppose that these 
banks, now limited in number, will not act in con- 
cert on occasion. Such concert will not always be 
in the public interest. When the Reserve system 
has been forced into a subservience from which it 

^Annual Report of Comptroller of the Currency, 1933, pp. 8-9. 
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cannot escape, tlien America will be called upon 
to pay the penalty. 

Colors too Dark 

One may be permitted to question the substance 
of these fears without impeaching the validity of 
many of the criticisms which Mr. Dawes has made 
of the branch banking trend. There is little evi- 
dence that popular liberties or economic progress 
have been sacrificed upon the achievement of ex- 
treme concentration in other countries. Our ex- 
amination of banking health in this country has 
demonstrated the dependence of the banks upon the 
prosperity of the communities which they serve. 
It would be the ultimate of stupidity for the man- 
agement of great banks to adopt any policies in- 
imical to the public weal. The giant banks of other 
nations fully appreciate their dependence upon 
popular support and favor. The banker is merely 
the toll-master standing on the highways of eco- 
nomic progress. He facilitates the movement and 
m return wms the guerdon of profit. Should he 
comport himself in such fashion as to retard the 
teeming tide that flows by he would himself suffer. 
Any stagnation of the productive processes of com- 
munity life would be reflected inexorably upon the 
banker. Whatever his faults of morality and in- 
telligence may be, he at least recognizes his insepa- 
rable identity with those whom he would serve. 

[ 271 ] 



BANK CONCENTRATION IN THE UNITED STATES 
Fear of Public Control 

The second factor which would give pause to 
any vicious aspirations for unwholesome domina- 
tion is the fear of public control. We have else- 
where called attention to the high moral ardor of 
our political loudspeakers from the great common- 
wealths of the South and the West. They would 
extirpate speculation. They would solve the re- 
fractory enigma of the business cycle by bureau- 
cratic ukase. They would determine price levels 
by administrative fiat. These worthy aspirations 
suffer today from certain practical impediments. 
The factors are too multifarious and complex. If 
our 25,000 banks, however, are reduced to a dozen, 
let us say, that would help matters. One can deal 
with 12 banks whereas 25,000 will check the energy 
and obscure the intelligence of — well — even Sena- 
tors. 

Public Control in Other Lands 

However, the danger of public control with 
undue concentration is real. The Canadian banks 
have been compelled to submit to it.^ The Colwyn 
Committee called attention to this hazard in 1918.® 
State control is a fact in Italy* and to a lesser extent 

* Amendment to Canadian Bank Act, July 19, 1934, 

* Report of the Treasury Corrmdttee on Bank AmalgamaUons, 
1918, p 7. 

^Whllis and Beckhart, Foreign Banking Systems, pp 783-785 
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in France® and Germany.® The situation, there- 
fore, carries promise of an unpleasant conflict. On 
the one hand, there is the danger to the integrity 
and efl&cacy of the Federal Reserve System. On 
the other, there is the possibility that the small unit 
banks of today, in handing over their independence 
to chains, are in fact preparing the way for greater 
state participation in the business of hanking. The 
latter is a greater evil than the former and is likely 
to follow it. 

A Climax in View 

The problem today is being brought to a head 
partly by the precipitate pace of the concentration 
movement and partly by the conflict between state 
and Federal banking codes. The movement toward 
greater unity of control is striving to proceed 
within the law wherever possible but without the 
law where necessary. The latter does not mean 
illegality. Rather it refers to the adoption of 
unifying corporate devices which will achieve unity 
and be legal at the same time. Chain and group 
banking, saving only where joint control seeks to 
avoid the liabilities attaching to such control, are 
merely substitutes for branch banking. The Fed- 
eral law severely checks branch expansion within 

‘The “Big Four” in France are actualljr quite free frcwn 
governmental control or supervision The state makes its influence 
effective through the Bank of France with its 600 branches. 

‘The various German states are to a limited extent engaged 
directly in the banking business through state banks. 

[ 273] 



BANK CONCENTRATION IN THE UNITED STATES 

municipalities of less than 100,000 population and 
permits expansion m greater communities only 
within corporate limits of the town or city and with 
the permission of the Comptroller of the Currency. 
This tolerance is granted only in states which suffer 
at least a similar degree of branch banking.'^ No 
state can permit branch banking beyond its own 
borders. National banks are therefore virtually 
limited to the urban area in which the main bank is 
located unless they are converted state banks in 
which case they may retain such branches as they 
possessed on February 25 , 1927.® The borders of 
a state then constitute the outer limits of a branch 
system. Through the holding company device or 
a community of interest among stockholders the 
movement toward greater banking units is going 
forward in spite of the law. 

We have referred to the conflict between state 
and Federal codes. The conflict does not consist of 
any du-ect opposition between the two but rather 
in the greater latitude which some of the state laws 
permit to the bank ambitious to expand. 

ProMbition of Branch Banking Does Not Prevent 
Concentration 

It should be noted parenthetically that the 
states which have outlawed branch banking have 

D%gest of Buhngs of the Federal Beserm Boa/rd, 1914-1937, 
p. 333 

«Date of passage of McFadden Act, Section 5155, Revised 
Statutes of the United States 
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forced the concentration movement to take a form 
which gives less protection to the depositor. A 
group of hanks united by a holding company device 
are united as to assets and income and separate as 
to liabilities and losses. The earnings of each bank 
in the group are passed on to the holding company 
and by it distributed to the stockholders. The 
assets and business of any bank in the group may 
be reapportioned to suit the judgment of the man- 
agement of the group. If such a bank should fail, 
however, it would do so without contaminating the 
assets of the other banks. It would fail alone. It 
could he cut off like the dead branch of a tree leav- 
ing the rest of the system to flourish. Furthermore 
should the creditors of such a failed bank have re- 
course to the double liability of the stockholders 
they will be confronted by a corporate entity in- 
stead of a mortal shareholder. The latter has ex- 
changed his share of stock in the particular bank 
for a share of the holding company. He has there- 
fore divested himself of double liability and double 
liability seems to be the obligatory attribute of an 
individual and not a corporation. It would seem 
that the interests of depositors would be served 
better by the tolerance of branch banking. 

Deflecting the Form of Concentration 

This is well illustrated by an examination of 
the situs of chain developments. The nine states 
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and the District of Columbia which permit state- 
wide branch banking had forty-nine banks in chain 
systems on Jime 30, 1929. The eleven states in 
which branches are restricted as to location had 837 
in chains. The twenty-three states which specifi- 
cally prohibited branch banks had 1026 banks in 
chain systems. Even if we make allowances for 
differences in the number of states in each group 
and variations in population in each group this 
confirms the belief that the chain organization has 
been adopted as a legal subterfuge in many cases 
rather than as a means of evading the greater re- 
sponsibility of the branch organization. 

Branch Appeal Not Strong Enough to Lure Blanks 
Out of Reserve System 

The states which permit xmrestricted branch 
banking offer a definite appeal to the bank which 
wishes to grow via the branch method. While this 
may in time become a factor affecting membership 
in the Federal Reserve System, there is little evi- 
dence to show that it is so operating at this time. 
As between sacrificing membership in the system 
and acquiring state-wide branches on the one hand 
and remaining in the system and expanding 
through the looser affiliations of common stock 
ownership, on the other, the latter appears, so far 
at least, to be the more attractive alternative. The 
value of the Reserve system for the great bank 
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seems to be definitely established. It is the small 
bank which has been unable to find in that member- 
ship adequate compensation for the cost involved. 

System Affected m Two Directions 

The Federal Reserve System has less to fear 
from the departure of the great banks than from 
a gradual enervation due to the ability of the banks 
to defeat directly or indirectly the intent of the 
directing body. This evasion of central bank pres- 
sure runs in two directions, the first dealing with 
the negative powers of the central bank and the 
second with its positive powers. The former is 
effected through an increasing impotence of its 
visitorial capacity and the latter through a nulli- 
fication of its efforts to control the course of credit. 

Greater Banks and Supervision 

How will a limited number of great banks affect 
the capacity of the central office to continue 
adequate examination and supervision? In no other 
land has the supervisory regulation of the state 
been as painstaking — or — as necessary as in this 
country.® The English banks are still examined by 
an introspective process. Self-inspection has been 
tolerated because the great English banks have 
demonstrated the justification of that confidence 
through an apparent immunity to failure. Should 

•With the possible exception of Italy 
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any of these banks fail it is quite certain that the 
state will assume the duty of supervision hut lately 
claimed by the Canadian government. 

Canadian Experience 

The Canadian experience is of interest to the 
American. Conditions in the two countries are 
very similar and the writer pleads the light which 
that experience may cast on our own problems in 
justification of the repeated and extended reference 
to Dominion hanking. 

Up to 1924 the chartered hanks of Canada did 
their own inspecting and successfully opposed any 
attempt on the part of the government to provide 
official examination. The hanks of Canada to a 
degree unknown in this country had managed their 
own affairs and were ill-disposed to grant the state 
the right of inspection. Nor was the state very 
enthusiastic about the prospect or vigorous about 
the necessity of examination. Although there had 
been widespread agitation for greater govern- 
mental supervision since the opening of the century 
the hankers regarded the step as an unwarranted 
invasion of their rights. It was a check upon indi- 
vidual initiative and productive of great mischief 
even as it was destined inexorably to failure. In 
fact the rigid inspection of American hanks which 
most Americans, including the hankers themselves, 
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had always considered very salutary, was cited as 
the certain sign of the decadence of American in- 
stitutions. 

The Home Bank 

All this stalwart opposition, plus the indilfer- 
ence of the government, melted away when the 
Home Bank failed in 1923. The commitments 
which eventually proved fatal to this bank had been 
made during the war and boom period which fol- 
lowed it. The Canadian Finance Minister, under 
cross-examination of a Parliamentary Committee, 
candidly confessed an inability, in the face of all 
his other duties, to provide that supervision which 
in tliis instance might have averted failure.^® This 
is the only failure which has been permitted to take 
place in Canada since the war. The condition of 
the bank had become so bad that no member of the 
Canadian Bankers Association could be made to 
assume its liabihties. 

It was a singular fact that the Home Bank had 
conscientiously provided that audit which common 
prudence dictated but the auditors, two in number, 
had been officials of the Home Bank for many 
years. They could not bring to their task that dis- 
interested severity and critical judgment which an 
independent audit provides. As little could they 

"Royal Cominissian. Home Bank of Canada, 1924, pp 381-2 
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provide an effective audit as a schoolboy could pro- 
vide an examination for himself. 

Difficulties of Proper Examinatiou 

In 1924 the Governor-m- Council, on the recom- 
mendation of the Mimster of Finance, appointed 
the first Inspector General of Banks. The task of 
examining a bank with hundreds of branches 
scattered over a wide area offers a forbidding pros- 
pect to the examiner. However, it was felt that 
a capable inspector in possession of the reports of 
a bank’s own auditors and having access to the 
main ofiice and the principal branches was in a 
position to judge if the bank was in a sound condi- 
tion. This official makes an examination of every 
bank at least once a year. It is impossible to say 
how effective this supervision is. Since the appoint- 
ment of the Inspector General no failures have 
taken place among the Canadian banks. The defi- 
nition of failure, however, is technical and narrow. 
During the period of five years, 1924-1928, four 
banks^^ were absorbed by stronger institutions and, 
if we recall the legal restrictions upon amalgama- 
tion in the Dominion, it is a fair conclusion that 
these banks would not have been permitted to sur- 
render their identity had they not been well on the 
road to failure, 

^Thc Financial Posi;, Busimss Year Book, Canadd. and New- 
foundland, 1930, p 165. 
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Conflicting Views in This Country 

As to the problem of proper examination in this 
country, there are three official views available, only 
two of which we can cite specifically. Henry M. 
Dawes as Comptroller of the Currency saw in the 
development of vast branch systems a serious im- 
pediment to effective examination.^® John W. 
Pole, in a similar capacity, saw in that development 
a distinct aid to the task of inspection.^* The two 
views are separated by six years. It is hardly 
possible that both can be correct. It happens that 
the subordinate officials of the Comptroller’s office 
actually charged with the task of examination do 
not share their chief’s sangmne views. The exam- 
ination of the great banks in New Yoi’k, these offi- 
cials confess, has become a task of trying magni- 
tude. It is necessary to mobilize the entire visitorial 
staff of the Comptroller’s office, the Federal Re- 
serve Bank of New York and the examiners of the 
New York State Department of Banking to cover 
the various members of a single system at the same 
time. Since these examinations to be effective must 
be made without the prior knowledge of the bank, 
it can readily be seen that the task of launching a 
projected examination becomes increasingly diffi- 
cult with size. 

“ Animal B6port of the ComptroUer of the Oarrency, 1933, p 9. 

Tork Times, February m, 1930 
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CHAINS AND BANKS IN CHAIN SYSTEMS, BY STATES 
JUNE 30, 19J9 
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CHAINS AND BANKS IN CHAIN SYSTEMS, BY STATES 
JUNE 30, 1939 
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California Practice 

In California tliis difficulty has been avoided by 
treating each branch as a separate institution.^® 
Within a branch, moreover, each department is 
treated as a distinct banking unit. Thus the sav- 
ings department, the trust department and the com- 
mercial banking department of a single branch are 
presumably treated as distinct banking entities. 
The inter-relation of banking functions is such that 
this seems like a visitorial fiction, an expedient born 
of the difficulty of proper inspection. 

Our conclusion on this point is that the negative 
powers of the central bank, i. e.j its powers of 
supervision and examination, will suffer in effective- 
ness as our banking umts grow in size. 

Central Bank Functions 

Our answer on the positive side must await a 
brief analysis of the functions of a central bank. 
These may be divided into three categories. The 
first consists of duties which are fundamental and 
vital to the existence of the banking system. Such 
are the provision of elastic credit supplies, mobility 
of credit and the maximum economy of gold. The 
second category consists of subordinate banking 
functions. They relate to improved technical oper- 
ation of banking. We may include in this group 

See Untied Statee Dmly, Harcli 1930, 
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an improved clearance system for checks, the more 
effective and less disturbing discharge of govern- 
mental fiscal duties and finally adequate credit 
facilities for foreign trade. Our third group of 
functions relates to those broad and idealistic as- 
pirations of central hanks which call for a body of 
supermen as directors endowed with the pure 
ethical probity of angels. In outline form this 
functional analysis looks somewhat as follows: 

Vital Banking Functions 

1. The assurance of elastic credit. 

2. Complete mobility of credit. 

3. Conservation of gold. 

Subordinate Banking Functions 

1. Improved clearance of checks. 

2. Effective fiscal service for the state. 

3. Foreign trade credit facilities. 

IdeaMstic Banking Functions 

1. Stabilization of prices. 

2. Elimination of speculation. 

3. The prevention of business recessions. 

Normal Functions 

The first six duties of a central bank have been 
discharged by the Federal Reserve System with 
gratifying effectiveness during the course of its 
existence. These duties are tolerably well suited 
to governmental administration. They are routine 
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in character and require little initiative or discre- 
tion. Within limits they are largely automatic and 
once the mechanism is established it would operate 
smoothly no matter what the personnel of the 
directing board might be. Fortunately the ap- 
pointees to the board have been honest and con- 
scientious and any errors made have been the result 
largely of political pressure. It follows that any 
great private bank with the same legislative sanc- 
tion could discharge the duties of a central bank as 
effectively as has been done by the Federal Reserve 
Board and the twelve Reserve banks. The Bank 
of England is an excellent case in point. 

Concentration and the Discharge of Normal Central 
Bank Functions 

To what extent would the existence of a limited 
number of large banks impair the ability of a cen- 
tral bank, private or political, to discharge the vital 
and subordinate banking functions? In these six 
objectives of central bank policy it is difficult to 
discover any conflict of interest whatsoever between 
either large or small private banks and the central 
bank. The interests of the two are thoroughly 
identical. Let us consider these functions briefly. 

Elastic Credit 

The bane of our old unit banking system prior 
to 1914 was its incapacity to adjust credit to the 
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needs of trade. Each bank’s capacity to serve its 
community was limited by its capital and its re- 
serves, a limitation modified only by its alliances 
with greater independent banks in the big cities. 
Through these associations a certain pooling of 
credit resources was effected but it was crude and 
awkward compared to the co-operation made pos- 
sible by the advent of the Federal Reserve System. 
Each season had certain peculiar peak demands for 
credit even as certain years in each cycle displayed 
an exuberance not shared by other years. It is the 
task of an effective credit system to adjust its sup- 
plies of funds to the changing needs of seasons and 
cycles. In a country where agriculture still plays 
an important role, our peak demands for credit 
occur in the spring and the fall. With a compara- 
tively inflexible credit supply business was neces- 
sarily cast in the unpleasant role of Procrustes. The 
Federal Reserve System, through the rediscounting 
privilege granted to banks, the creation of a bill 
market and the flexible ratio of gold to credit and 
currency, altered this for the better. These advan- 
tages inure to the benefit of the great bank as well 
as the small. 

Credit Mobility 

In the matter of credit mobility there was again 
a lack of organization. The Boston district might 
have ample funds while Atlanta was in an impecu- 
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nious state. After a bit and in various devious 
ways funds might seep from Boston to Atlanta but 
the process was slow and costly. The Federal 
Reserve System has served to pipe the credit mar- 
kets of the country into a single connected system 
so that an excess in one market can flow freely to 
another. The credit reserves of each district are 
centered in the Federal Reserve Bank. This en- 
ables it to take care of any inequalities within the 
district. As between regions the Board may 
compel one Reserve bank to discount the paper of 
another, thus assuring a flow between districts. 
During the critical period of 1920-1921 the Reserve 
banks of St. Louis, Minneapolis, Kansas City and 
Dallas benefited from inter-bank accommodation.^® 
At one time in the fall of 1920 the reserve ratio of 
the Dallas bank dropped below 10 per cent. Cer- 
tainly in the discharge of this duty greater banks 
can furnish no ground for apprehension. 

Gold Comservatioii 

Perhaps the most striking service of the Federal 
Reserve Bank, considered by some students its 
most important service, is the concentration and 
conservation of our gold supplies. Instead of being 
scattered in thousands of isolated vaults throughout 
the coimtry the greater part of it now reposes in 

See J ovnt Ccwumdieton of AgTic^Utural Ingmtyf Report, Part 
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Washington. There it rarely sees the light of day. 
Changes in ownership are effected through trans- 
fers in the accounts of the owners. That results in 
definite physical economy and eluninates the float 
in the supply, i.e., there is practically no gold in 
transit. Due to the fact that $40 of gold in the 
vaults of the Federal Reserve banks can support 
$100 in currency while $35 can support the same 
amount of Reserve credit the efficiency of the yel- 
low metal as a base for member bank credit has been 
materially increased. Such economy is also one of 
the objectives of banking concentration and the 
central bank in the discharge of this function is 
serving the interests of the great bank as fully as 
it is complying with the intent of the statute. 

Subordinate Functions 

The point we have made concerning the three 
major functions of the central bank applies also 
to the subordinate functions. This is not a treatise 
on central bank practice. It is not the proper occa- 
sion for an extended examination of the Federal 
Reserve System. The inquiry is justified only to 
the extent that the development which is the major 
thesis of this study, namely, the growing stature of 
our banks, actually modifies the ability of the cen- 
tral bank to carry on its traditional duties. There 
is no evidence that greater banks will in any way 
impair the capacity of the Federal Reserve banks 
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to perform those techmcal services which constitute 
the subordinate functions of the central bank. In 
fact there is some slight reason to beheve that fewer 
banks will facilitate the clearance of checks, the 
efficient performance of fiscal services for the state 
and the creation of better credit conditions for for- 
eign trade. 

Concentration and Idealistic Central Bank Functions 

It is in the discharge of those idealistic functions 
of the central bank which comprise our third cate- 
gory that the great bank as contrasted to the small 
banlc may exercise a profound influence. Be it 
noted that the six functions which we have synthe- 
sized into the traditional role of the central bank are 
essentially passive roles. They depend upon an 
organization established by law and a procedure 
limited by law. The objectives are within definite 
reach of those powers which the law-making body 
has bestowed upon the central board. The con- 
servation of the gold supply, for example, operates 
automatically through the requirement that mem- 
ber banks maintain their reserves with the central 
hank and the refusal of the law to recognize as 
reserves anything but deposits in a central bank. It 
is the law, therefore, which charts the course of gold 
centralization. The Federal Reserve Board and the 
twelve banks are merely the passive instruments 
wherewith the end of the law is effected. The poli- 
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tics, the experience or the intelligence of the per- 
sonnel which mans these instruments can hardly 
modify the efficacy of their service. As long as a 
central hank remains within its traditional bounds 
it is ideally smted to bureaucratic administration. 
If the officials charged with its conduct are able and 
intelligent that may provide some comfort hut it 
really does not matter a great deal. However, when 
the central bank under spontaneous inspiration or 
the pressure of over-zealous friends or the intimida- 
tion of sectional advocates reaches out to seize 
powers of broad social import the situation at once 
becomes charged with an entirely different signifi- 
cance. 

Price Stabilization. 

Certain students of price changes gifted with 
an wholly exceptional perception of the dire conse- 
quences which such changes visit upon mankind im- 
plored Congress to compel the Federal Keserve 
Board to embrace the obligation to maintain com- 
modity prices at a stable general level. Erroneously 
they attributed certain disastrous changes to the 
Board. The commodity deflation of 1920, accord- 
ing to these students, was brought about by 
the deliberate policy of the American central bank. 
If the powers of the Board apphed to a maleficent 
purpose were so great then they should be equally 
potent in the realization of beneficial ends. Briefly 
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it was proposed that the Board should adopt as its 
basic formula one of the most controverted dog- 
mas of economic theory, i.e.j that there is a specific 
and measurable relation between the quantity of 
credit and money, on the one hand, and the general 
price level, on the other. It would follow then that 
any increase in the purchasing power media of the 
country would cause prices to rise and any decline 
would cause them to fall. This is the philosophic 
kernel of the numerous legislative proposals for 
stabilization which occupied a large part of the time 
of the Committee on Banking and Currency of Con- 
gress during the period 1923-1928.^^ Legislative 
pressure was not great enough to compel the Fed- 
eral Reserve System to assume such a dubious obli- 
gation and the wisdom which dictated its rejection 
must be commended. 

Control of Speculation 

During 1928 and 1929 the ardor which had 
maintained interest in stabilization of commodity 
prices was transferred to a more quixotic venture. 
Certain statesmen in the upper house of Congress 
discerned symptoms of financial degeneracy in New 
York City. The gentlemen who viewed the situa- 
tion with such audible alarm hailed for the most 
part from bucolic areas of the interior whose purity 

For a full account of this campaign and an analysis of the 
practical and theoretical problems involved see Lawrence, J S , 
Stahihzation of PrioeSf Macmillan Company, 1928. 
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was far removed from the corrupting influence of 
the New York stock market. Almost without 
exception the Senators who called attention to the 
nation’s peril were identified with two other mighty 
crusades destined to improve the lot of man, prohi- 
bition and farm I’elief. The Federal Reserve 
authorities were advised in words that leaped into 
space that a sorry state of speculation existed, that 
something should he done about it, that they were 
the instruments of salvation and retribution. It is 
a matter of history that they proceeded to do some- 
thing about it. 

Doubtful Justification for Action 

Without the justification of imperilled reserves, 
without any increase in the total of bank credit 
beyond that which the normal growth of the coun- 
try and the high state of business activity would 
cause, without any inflation of commodity prices, 
the Reserve authorities employed their full statu- 
tory powers and some to which their title was not 
so clear in a desperate effort to bring the stock 
market to its knees. The discoimt rate was raised 
successively until it touched levels not reached since 
the trying days of 1920-1921. The Reserve banks 
emptied their portfolios of bills and Government 
securities to force the member banks to rediscount 
and then chided them severely for doing so. Pres- 
sure was brought to bear upon particular banks 
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whose speculative turpitude was suspected. Finally 
the full power of the press was invoked to bring 
the true faith to an unenlightened and unchastened 
community. The response of the stock market was 
similar to that of the fabled traveller whom the 
wind would fain have forced to doff his coat to 
prove that hq was mightier than the sun. In both 
cases the object of attention refused to accede to 
blasts of air though directed at him ever so vigor- 
ously.^® 

The Change of Policy 

Came the summer of 1929. The pace of busi- 
ness slackened. The farmer was about to harvest 
his crops in the face of a market prospect that was 
not reassuring. Speculation stiU raged on, unabated 
and impenitent. Business, but especially the farmer, 
required easy money. The stock market deserved 
higher pimitive rates. How could the Reserve 
authorities travel in two opposite directions at the 
same time? Their genius was equal to the task. On 
August 9, 1929, the Federal Reserve Bank an- 
nounced a decrease in acceptance rates from 5 1-4 
per cent, to 5 1-8 per cent., thus making money 
easier for the farmer. At the same time it put into 
effect an increase in the discount rate from 5 per 
cent, to 6 per cent., thus discouraging speculation. 

For a statement of the sequence of events in this notable 
experiment, see Lawrence, J S , WoUl Street and Wccshingtonf 
Princeton University Press, 19^9 
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Killing Two Birds 

The central bank funds obtained through the 
sale of acceptances at 5 1-8 per cent, were just as 
effective in supplying hank reserves as the funds 
obtained from the rediscount of paper at 6 per cent. 
The situation is similar to that of a theater which 
has two entrances, both of which lead to the same 
seats within with equal facility. If the manage- 
ment should suddenly decide to charge $5 at one 
entrance and $6 at another through which portal 
would the crowd flow? Would the $6 admission 
which no one is now paying exclude certain elements 
which the management does not welcome but which, 
because of the nature of the inrusliing audience, it 
cannot selectively debar? These questions need not 
be rhetorical. Let us see what happened to Reserve 
bank credit during the period from the first part of 
August to the middle of October just prior to the 
crash in the stock market. 

Effect on Member Bank Reseorves 

The reserves of the member banks are affected 
by changes in the investment portfolio of the Re- 
serve banks (through changes in bills or Govern- 
ment securities held) through rediscounts of mem- 
ber banks, through changes in the subscriptions 
which member banks have made to the capital of 
the Reserve banks and finally through changes in 
the volume of currency outstanding. The foUow- 
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ing table shows the changes which took place in 
these items during the period under consideration 
and the effect of these changes on the reserves of 
member banks. 


Changes in Items of Federal Reserve Credit^ August 7 
TO October 16^ 1929^® 



(000 omitted) 




August 7 

October 16 

Changes 

Bills purchased 

$79,158 

$360,110 

$280,952* 

Rediscounts 

1,064,070 

848,935 

216,136t 

Paid in capital 

165,045 

166,998 

l,953t 

Federal Reserve notes 

1,811,038 

1,859,621 

48,683t 

Net increase 

$15,281 

Net gold imports during period 


31,658 

Decline m total 

cuirency in circulation 


during period 



38,700 

Total increase in 

member bank 

credit at 


Reserve banks during period 

$86,639 


*Increases credrt fDecreases ciedit 


The new policy of the Reserve authorities, 
therefore, enabled the member banks to reduce their 
indebtedness by approximately 20 per cent, and in- 
crease their reserve accounts by $85,000,000. The 
member banks as a whole can extend about $15 of 
credit to their own clients for every dollar of re- 
serves at the central bank. This anomalous and 
original credit policy increased the credit capacity 
of the member banks by one and a quarter billion 
dollars during a two and a half months’ period. On 

Taken from weekly statements of condition of twelve Fed- 
eral Reserve banks. 
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the eve of the stock market crash call money ruled 
at 6 and 7 per cent., the lowest rates of the year. 
We experienced the phenomenon of a speculative 
debacle without credit constraint. The informed 
guidance and delphic judgment of the authorities 
were umversally acclaimed. The experience left the 
Reserve board with a new lien upon the affection 
of the American people. 

“She Loves Me, She Loves Me Not” 

The central bank had disavowed both its capac- 
ity and inclination to stabilize commodity prices. 
With whole-hearted vigor it shouldered the respon- 
sibility of checking the speculative ardor of the 
American people. It had refused to pass judg- 
ment on the economic propriety of commodity 
prices. It acknowledged a duty to pass judg- 
ment on the economic and moral propriety of stock 
prices. To what extent the latter decision was due 
to an immaculate consideration of financial and 
economic factors and to what extent to a sycophan- 
tic subservience to senatorial Parsifals will remain 
forever in doubt. The question still remains. Shall 
a bureau in Washington be charged with the regu- 
lation of the speculative manifestations of the 
American temper^ 

Afield in Utopia 

The responsibility of the central bank for com- 
modity price stabilization and for the correction and 
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prevention of stock market excesses has led to the 
imputation of additional obligations which take us 
still further into Utopia. Modern economic society 
has contended against periodic fluctuations in activ- 
ity and well-being commonly known as the business 
cycle. These irregular sequences of moderate boom, 
depression and recovery phases have challenged the 
attention of thinkers since they were first noted. 
Hundreds of explanations have appeared in print, 
ranging all the way from the peculiarities of solar 
radiation and variations in the birth and death rates 
to pure illusion. Among the more popular theories 
are those which relate the periodic aberrations of 
business to credit factors. If, then, changes in the 
state of our business health are due to changes in 
credit conditions and the central ba nk controls credit 
conditions then it follows logically that the central 
bank is responsible for the varying fortimes of the 
business community. Something should be done 
about it. 

The Point of Conflict Between Great Banks 
and the Central Bank 

It is in the attempt to extend its authority to 
include these three duties of perfection that a con- 
flict is likely to occur between the central bank and 
the member banks, a conflict in which the great size 
of the latter may have some bearing on the outcome. 
It should be noted that the nature of confrol neces- 
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sary in the “achievement” of these three ends diifers 
vastly from that necessary to the realization of the 
more prosaic but time confiimied objects of central 
bank policy. The* attempt to regulate commodity 
prices, to restrain stock speculation, to take the 
peaks off the business hills and fill in the gullies 
requires a perception and intelligence and a meas- 
ure of power no one of which has yet been discov- 
ered in common mortals. These ends call for clear 
vision not only in the past and present but into the 
future. They call for an intelligence and ethical 
disinterestedness which will enable the gmdmg body 
to read correctly the significance of circumstances 
and come to a prudent decision. Having seen 
clearly and decided wisely the governing board must 
persuade or coerce the member banks, be they great 
or small, to co-operate in such a fashion that the 
clients of the banks will eflfectuate the purposes of 
the council on distant Olympus. 

Concentratioii Will Shorten Distance of Transmission 
On the whole it will be easier for the Reserve 
board to deal with a dozen banks than with nine 
thousand banks of varying size. The Reserve board 
must first persuade the managements of these great 
banks that the pohcies adopted are sound and the 
ends in view desirable. The necessity for securing' 
the voluntary co-operation of these banks may have 
a sobering and wholesome effect upon the judgment 
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of the board. It should restrain any will-o’-the-wisp 
aspiratio'ns as well as any undue subordination to 
vocal sectional partisans. If concentration in bank- 
ing results in confining the Reserve authorities more 
closely to their traditional functions, it will be a 
definite gain to the community as well as assuring 
a longer and on the whole happier existence to the 
Federal Reserve System. 

Small Banker Will Seek Refuge in Reserve System 
In another sense the usefulness of the Reserve 
system may be increased as a result of the changes 
now taking place in American banking. There are 
still thousands of independent bankers in this coun- 
try who are clinging to their institutions and refuse 
to sell control. Their fortitude is assailed partly 
by the fear of competition with a Titan of unequal 
size, partly by a consciousness of weakness which 
the greater competitor does not possess and partly 
by a sense of increasing isolation in a banking world 
in which his brethren one by one have yielded their 
independence and followed the crowd. The Reserve 
system is able to offer the unit banker many if not 
all the advantages of service which could be obtained 
by a surrender of identity. The hazards of deposit 
fluctuations, the embarrassment of inadequate funds 
during periods of seasonal strain, the danger of un- 
foreseen currency demands, against all these mem- 
bership in the system offers assurance of aid fuUy 

[ 300 ] 



BANK CONCENTRATION AND FEDERAL RESERVE 

as great as that which accrues to the various units 
of a multiple bank. Independent bond houses ofiPer 
security service which in many respects is superior 
to that which the security affiliate of a great bank 
can provide to its branches, for it has the supreme 
virtue of disinterestedness. There are still large 
banks which have so far refused to be stampeded 
into branch expansion who can serve as correspon- 
dents to the small banker and provide foreign trade 
and exchange facilities comparable to those avail- 
able to the branch of a great system. It is this 
combination of Reserve membership and private 
engagements which enable the small banker to with- 
stand the tide of concentration — ^if he will. The 
greater danger to the unit banker’s existence is the 
psycholological pressure of a mass movement. 
When everybody is doing it the small banker, 
cherishing his patrimony of independence, finds it 
increasingly difficult to reject the example of his 
brethren. His will becomes infirm and his intellect 
points less insistently to the folly of emulation. 



CHAPTER XIV 


Conclusion 

A CAREFUL •WEIGHING of the evidence and the 
analysis and interpretation of the preceding pages 
indicate two things. 

No Emergency 

In the first place it cannot be said that an emer- 
gency exists in any sense of the word which would 
call for hasty action on the part of Congress. The 
structure of our banMng system now undergoing 
change after long and useful service is not about to 
topple. Congress may after deliberation, which we 
trust will be mature and profound, do one of three 
things. It may decide to discourage the present 
process of concentration. It may decide to coast 
along and do nothing at all or it may comply with 
the Comptroller’s suggestion and grant the current 
movement greater latitude. Whatever course it 
finally adopts there is no occasion for haste. 

No Case for Large Scale Banking 

The second conclusion which may be drawn 
from this study is that the case between large scale 
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banking and unit banking in this country is left a 
stalemate. If we consider the evidence coming from 
Canada and Great Britain we may say that the 
verdict leans toward the unit bank. We are con- 
scious that such a conclusion runs contrary to the 
popular tide, meaning by this the preponderance of 
present official and student opinion, 

Aa Old Brief 

The latter has degenerated into a bald advocacy 
of branch banking. The brief as presented regu- 
larly and all too frequently is an unembellished 
statement of the case for branch banking as this 
writer heard it some years ago as an undergraduate 
student. Among the thaumaturgic quahties of 
such a banking structure we will have greater mo- 
bility of bank credit, more uniform interest rates, 
better and more complete banking service extending 
to the most modest hamlet, more intelligent and 
enhghtened management, etc. The tiresome tabu- 
lation has been repeated ad nauseam in the guise of 
acute banking analysis. The virtues of the branch 
system have been so apparent that a note of impa- 
tience with the refractory die-hards has become part 
of all recent discussions. 

Originality in Official Quarters 

The present Comptroller must be credited with 
some originality in this matter. He offers the 
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assurance that a branch system will give us a safety 
not afforded by unit banks, that it will enable the 
banks to earn greater profits (a timely appeal to 
the stockholder) and that it will tend to diminish 
the power of the great banks in New York. Thus 
he appeals to the depositor, the proprietor and spec- 
ulator, and finally the legislator. 

An Advantage in Safety 

These points have all been weighed carefully 
in the past pages. The great bank offers slightly 
better safety to the depositor than the small bank 
not because losses are actually eliminated but solely 
because the stockholder has a greater capacity for 
absorbing punishment. A second reason is that 
great banks are seldom permitted to fail. The con- 
sequences would be so disastrous that other banks 
through the compulsion of self-preservation must 
come to the rescue. The very fact which permits 
the depositor to relax his vigilance admonishes the 
stockholder to exercise it intently and continuously. 

Banking Not Suited to Mass Methods 

On the whole it cannot be said that banking is 
suited to mass methods. The product is essentially 
intimate and personal. The point of diminishing 
returns as revealed by English experience and sug- 
gested by American methods is reached at a rather 
early stage of growth. Our big banks are already 
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displaying the clutter of excessive size, co-ordinat- 
ing departments, personnel departments, efficiency 
departments. Economies realized are soon offset 
by increased costs of “co-ordination.” 

Scales Swing in Favor of Unit Bank 

The scales are swung definitely in favor of the 
unit bank when we consider its position in the com- 
munity and compare it with the corresponding posi- 
tion of the branch bank in Canada, England and 
California. The country loses something which 
large scale banking can never recapture. 

The Demaad for Prophecy and Advice 

The conclusion thus far is negative and the 
reader expects more than that. He feels that the 
student is in a better position to discern those por- 
tents which disclose the secret of the future. Also 
he wants practical advice. Banking concentration 
is not a theory. It is a vital, concrete problem. 
What shall be done about it? 

The End of the Present Movement 

How far will the present movement proceed? 
This calls for a consideration of the forces driving 
it onward. Holding as we do a belief in the dy- 
namic quality of business intelligence and having 
found the rational motives for concentration want- 
ing in power we come to the will of the leaders. 
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These men are far removed from the bread and 
butter pressure of material want. Gain in terms 
of monetary income, whatever it may mean to the 
stockholders, has little significance for them. 

Vanity 

But vanity is a psychic appetite which rarely 
finds complete satisfaction. Everyday life is re- 
plete with the evidence of its force. The bank clerk 
works for $25 a week that he may acquire some of 
that respectable aura which the position carries with 
it. Great social leaders eagerly lend their names 
to petty advertisements for the sake of evanescent 
distmction. Men send giant edifices toward the 
heavens which fail to justify themselves on any in- 
come calculation — ^but they bear a name and as long 
as steel and stone cling together they will be grace- 
ful monuments to a universal craving. Economic 
considerations never justified the Tower of Babylon 
nor the Pjrramids of the Pharaohs. 

Power 

The second psychic propellant is the desire for 
power. A great bank occupies a throne like that of 
Caesar. A nod of acqmescence launches vast proj- 
ects. A scowl of disapproval freezes the arteries 
of enterprise. It is characteristic of the world’s 
great banks that they tend to retain control even 
after success crowns the adventure. In our own 
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country bankers occupy the seats of the industrial 
mighty and often do they dominate the counsel 

Rivalry 

A third force driving the banks on to greater 
size is institutional rivalry. Here is the confession 
of a banker. “We were once near the top. Our 
rivals have grown by direct expansion but chiefly 
by union. We are now bigger than we ever were 
but by comparison with others we have never been 
so small. This cannot be. We are busy now mak- 
ing overtures and concluding alliances. Nor shall 
we cease until we are again where we once were — 
near the top.” The case of the London bank which 
upon hearing of a merger between two rivals ar- 
ranged for seventeen new branches within twenty- 
four hours is very much in point. 

Profits of Promotion 

By historical analogy and some direct evidence 
the profits of promotion play a part in the present 
movement. They were a potent force m the fever- 
ish era of consolidation during the early part of 
the century. Bank stocks are riding the crest of 
popular favor. It would argue bromidic indiffer- 
ence to profits to maintain that such an opportunity 
would be ignored. When a bank stock sells at more 
than seven times its book value and a number of 
others at more than four times their apparent worth 
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at prices Which in many instances yield less than 2 
per cent, it represents a field of clover for the 
shrewd promoter. A table of 102 banks in the 
metropohtan district tabulated by the New York 
Times showed not a single bank stock selling for 
its book value or less and only five which yielded 
more than 4 per cent, on their market price. Other 
significant facts compiled by the Standard Statis- 
tics Company’^ show the twenty-two leading hanks 
of New York City selling at 26.5 times earnings 
and 2.92 times book value. The study indicates an 
average annual appreciation of bank stocks during 
a twelve-year period 1918-1929 of about 75 per 
cent, per annum, tliis being approximately ten times 
the rate of increase of earnings. The normal state 
of the American speculative temper must be reck- 
oned as the El Dorado of the promoter. 

Econonuc Motives 

To some extent economic motives play a part 
in the tide of concentration. Among these the 
strongest is probably the desire to achieve a 
more perfect balance among the various services 
which the great bank today renders. The nature 
of current bank rivalry indicates that the trust busi- 
ness is at present more highly desired than any 
other. Each trust account gives the bank a virtual 
stranglehold on one or more deposit accounts and 
furnishes a certain outlet for securities. Among 
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other economic motives are the desire to participate 
more effectively in security distribution and to ac- 
quire better foreign trade credit facilities, both of 
which make an appeal to the powerful client. These 
motives, however, are no longer the prime impelling 
motives. Mergers are proceeding long after an 
excellent balance in services, well developed secur- 
ity affiliates and ample foreign trade facilities have 
been acquired. 

Forces from Below 

The motives here noted, the vanity of the lead- 
ers, the desire for power, institutional rivalry, the 
profits of promotion and economic attractions, all 
come from above. They constitute the intellectual 
and emotional emanations of the leaders of the 
movement. The desire for gratification is met 
partly from below by the masses whose adhesion 
the leaders seek. Two of these centripetal forces 
have already been noted in the previous chapter, Le., 
the unit banker’s sense of weakness and increasing 
isolation and the power of crowd psychology. An 
additional force acting upon the independent banker 
IS the attractive price offered for surrender of con- 
trol. It is impossible to cite specific instances 
authoritatively but it is common knowledge that 
many a small banker’s deare to ranain independent 
has been dulled by dazzling offers for his stock. 

[ 309 ] 



BANK CONCENTRATION IN THE UNITED STATES 


Watered Capital 

This form of bait has been most commonly used 
in the establishment of those branch and group 
systems which, according to high authority, are 
destined to assure the American depositor a greater 
measure of safety. It is to be emphasized in this 
connection that the exaggerated prices paid for 
such bank stock although going to the banker who 
has been bought out are carried as the capital of the 
group or branch system thus giving the latter an 
entirely false picture of security. The fimds paid 
out as an inducement over and above the actual 
capital residue of the purchased bank are in no 
sense a protection to the depositor although they are 
made to appear as such 

Thus we find forces operating on both parties 
to pull the scattered outposts of our banking sys- 
tem into a limited number of great organizations. 

Resistance 

On the other side we have certain forces which 
are resisting the process of concentration. 

Foundation of Unit Banking 

The first of these is the long life of the existing 
unit banking structure. Unlike England and Can- 
ada and other European countries with which com- 
parison has been made our unit banks have had an 
opportunity to send their roots deep into Ameri- 
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can custom and consciousness. We have adapted 
ourselves to the unit bank and the unit bank in turn 
has adapted itself to the pace and needs of modem 
America. It is by no means a perfect system hut 
with its faults it has served us well. As we look at 
the ponderous and impersonal structures which 
serve other lands the desire to emulate chills in our 
bosom. The unit hank and the unit banker have 
now served the nation for sixty-five years. They 
have laid a foundation which may resist the leveling 
forces more effectively than it did in other countries. 

Hostility of Law 

In the second place there is the hostility of the 
law. That is based perhaps largely on a fear of 
great units and monopoly. Its matrix is much the 
same as that from which the original Interstate 
Commerce Act and the Sherman Anti-Trust Law 
sprang. Although the apprehension of our legisla- 
tors based upon the supposed turpitude of big busi- 
ness and the imqmtous intent of monopoly has 
Kttle foundation it nevertheless serves to check the 
movement toward greater multiple hanking organi- 
zations. 

Federal Reserve System 

It is now that the Federal Reserve System must 
appear as the comforting bulwark of the small 
hanker who dreads the encroachments of the giant 
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banking octopus. It can assure him of many of the 
advantages which are offered as compensation for 
the loss of independence. 

Absence of Definite Economic Attractions 

Finally there is the widespread perception 
among bankers particularly, a perception not 
shared generally by students and Government offi- 
cials, that the profession of banking is not suited 
to the methods of Detroit. The Whaley-Eaton 
Questionnaire referred to in an earlier chapter 
^ows a strong resentment of the Comptroller’s 
intimation that the unit bank is unsafe and un- 
profitable. This resentment springs partly from 
pride but also, this writer is convinced, from a more 
accurate knowledge of the facts. 

Ultimate Concentratien Not Inevitable 

In spite of all this it appears that for the time 
being the forces of concentration ax'e in the ascen- 
dant. Unless checked our unit banks are destined to 
succumb in increasing numbers. However, as the 
nature of the problem becomes better understood 
and the current illusion of superficial glorification 
of branch banking is checked by exposure, the tide 
may be defimtely halted. Although the concentra- 
tion movement is devoid of that sinister peril so 
readily envisioned by our legislators it is equally 
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devoid of substantial economic justification. The 
ultimate of the movement is in no sense inevitable. 

Legislation 

In its deliberate consideration of the problem 
the legislature may bear certain proposals in mind. 
These are offered not as final solutions but merely 
as starting points for further reflection and investi- 
gation. 

Double Liability Applied to Holding Company 

The device of the holding company may become 
the instrument wherewith the bank stockholder can 
evade his full obligations to the depositor. In jus- 
tice to the latter as well as to those stockholders 
w'ho are unwilling to resort to such a circumvention 
of responsibihty it may prove desirable to impose 
double liability upon the owners of holding com- 
pany stock. The same end may be achieved by 
limiting the bank stock held by any holding com- 
pany to one-half its assets. 

Supervision of Holding Company 

If we grant the desirability of state supervision 
of banking then it might be well to subject the hold- 
ing company to the same visitorial powers. Bank 
examination has proved a very salutary check to 
reckless banking in this country. To prevent the 
purpose of supervision from being defeated the 
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final seat of control of a group of banks should be 
compelled to submit to inspection even as the sub- 
ordinate members. The state makes an abominable 
manager and its record as a direct participant in 
business is sorry but as a policeman it has done 
fairly well. Government supervision will not usurp 
that discretion and judgment which properly be- 
long to management. 

Discouraging Pyranuds 

The pyramiding of holding companies and the 
concentration of control in the hands of a small 
fraction of the owners merits further study. One 
holding company with 51 per cent, of the stock 
of subordinate banks places control in the hands of 
the owners of 26 per cent, of the stock. If the 
owners of the 26 per cent, in turn organize, final 
control rests in the hands of the group which owns 
anything above 13 per cent, of the original stock. 
The process is accelerated by the division of stock 
into voting and non-voting shares so that finally a 
very small fraction of the original proprietors in 
fact control vast underlying interests. The unso- 
phisticated stockholder may require some protec- 
tion. 

No Urgent Need for Legislation 

In spite of official opinion to the contrary there 
appears to be no urgent need for increasing liberali- 
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zation of the National Bank Act and the Federal 
Reserve Act to permit branch expansion. 

Greater Safety an Illusion 

The amalgamation movement in the country is 
still in that stage where only strong banks are ad- 
mitted to new combinations. Our groups and 
chains and great banks are not interested in the 
acquisition of weak banks and it is the latter which 
need protection. Any hope that greater latitude 
will solve the problem of bank failures is illusory. 
In fact through greater isolation of the unwanted 
banks it may aggravate their condition and thereby 
increase their susceptibility to failure. The Comp- 
troller in his testimony before the Currency and 
Banking Committee of Congress should have given 
specific instances where a bank on the brink of fail- 
ure was saved by admission to a branch system- 
Yet it is his contention that ihe removal of ob- 
stacles to branch bank expansion will relieve us of 
the affliction of numerous bank failures. 

Falsie Hope for Investor 

Nor wiU such a change in the law help the in- 
vestor in the long rim. He may profit temporarily 
through an appreciation of his stock resulting from 
the common belief that a hundred banks in union 
can earn more than the same banis operating sepa- 
rately. Not only has this effect never been demon- 
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strated but on the contrary there is substantial 
evidence to indicate that just the opposite results. 

Mavement Does Not Deserve Legislative Assistance 

If the present moA'^ement brings an increasing 
impersonalization of banking the national legisla- 
ture should at least not aid the process or do so only 
if outstanding compensating advantages can be dis- 
covered. 

Responsibility for Bank Failures Rests UpO'n States 

The full responsibility for our present bank fail- 
ures outside of the vicissitudes of regional and occu- 
pational fortune rests upon the states. They have 
been deplorably lax in the chartering of banks and 
have Ignored their responsibility to depositors 
through failure to insist upon adequate capital 
margins. There is no excuse for tolerating a con- 
dition which assures safe banking only during boom 
periods and is a constant threat to the depositor at 
all other times. 

Birth Control for Banks 

On behalf of necessary bank contraception it is 
suggested that the earlier limit of $50,000 capital 
for national banks be restored and that such capital 
become a condition of member^p in the Federal 
Reserve System. In order to be certain that the 
community actually needs the bank and to relieve 
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officials of the responsibility of making the decision 
it might be well to insist upon citizen petitions be- 
fore granting charters. No charter, for example, 
should be issued to a bank in a community of less 
than 3000 unless a petition avowing a need for it is 
signed by at least 100 citizens, the necessary number 
of names being graduated according to the size of 
the community. 

Minimum Capital for Safety 

Our Federal and state laws all require certain 
reserves to be maintained against deposit liability. 
This is an assurance of liquidity but not necessarily 
of safety. The latter appears to be the Achilles heel 
of our umt banking system. Why not insist upon 
a ratio of capital funds to deposits since the capital 
is the proprietary hostage to prudence* Larger 
capital will provide a greater margin for the absorp- 
tion of losses and thus be a greater protection to the 
depositor. It will be recalled that the ratio of capi- 
tal funds to deposit liability is lowest in that group 
of banks analyzed in this study known as the Small 
Banks in Distress Areas. About three-quarters of 
our failures occurred in this group. 

Purpose and Effect 

The object of these suggestions is to increase 
the strength of each individual bank, reduce the 
number of banks and impose obstacles to irrespon- 
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sable manipulation of banks through holding com- 
panies. It will be argued that these restrictions in 
the F ederal law will force banks out of the national 
bank and Federal Reserve systems. Which will 
have certain advantages. It will limit future fail- 
ures largely to state institutions and place squarely 
upon the states the responsibility for laxity and 
excessive liberahty. The banks that withdraw from 
the Federal Reserve System are thereby abandon- 
ing those defences which are intended to aid them 
in resisting the encroachments of great banking sys- 
tems. They will become more susceptible to absorp- 
tion or failure. The national charter will remain 
the palladium of independent banking and this 
should bring in due time an appreciation from the 
public which will offer compensation for the added 
restraints. 
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